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Report of the President * 


In reviewing the past year and weighing in the balance its 
seeming failures and successes, we are brought face to face with 
conditions which have not been presented to this country at any 
time during its past history; and we may well be thankful that 
we are, to-day, a happy and united people dwelling together in 
the midst of plenty, with a freedom whereby, without molestation, 
each one, should he so desire, may live under his own vine and 
figtree, while the peoples of the world all about us are ravaged 
by war and the general destructive conditions which are brought 
about through war. Our first thought, then, is one of gratitude 
for blessings which are ours and for being exempt from such 
conditions as exist in other countries, which are so deplorable. 
Well may we hope for an end not only to the present war but 
to the possibility of all future wars. That our own country 
has been safeguarded and thus far gallantly steered through the 
troubled waters is a cause for great rejoicing, and we should 
not neglect to affirm our appreciation of the conditions now exist- 
ing in our country in consequence of the wisdom displayed and 
the efforts put forth by our chief executive at Washington. 

Time honored custom calls for a report from your president, 
but the true statement of the year’s activities will be found in 
the reports of the various committees which cannot fail to be of 
great interest to each member. And vet perhaps I should not 
say this without qualification, for no conception can be had, from 
the mere reports of these committees, of the amount of research 
and detail work involved in dealing with some of the matters 
which are under consideration. The association is greatly 
indebted to the members of these committees who have per- 
formed their duties so faithfully without stint of time or en- 


* Presented at the annual meeting, Seattle, Washington, Sept. 21, 1915. 
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deavor, and I wish to extend my thanks to the committeemen 
who through their efforts have added so much to the usefulness 
and prestige of the association. 

Since the appointment of an executive secretary, many new 
fields have been ventured upon and it is gratifying to note that 
a firmer standing is being obtained in financial, credit and other 
centers; while with that office so ably filled, the association is 
also assured of taking from time to time advanced positions 
which it can maintain with credit, thus proving that the pro- 
fession is deserving of the highest consideration on the part of 
the business world. We are more than fortunate in having such 
an efficient secretary and have good cause for self-congratulation 
in this connection. It is only those coming into close touch with 
the affairs of the association who can realize the number of 
duties devolving upon this officer and it is a pleasure to testify 
to the value of his services. 

The report on THE JOURNAL OF ACCOUNTANCY will be read 
with interest, and it is pleasing to note that our official organ is 
now on a sound financial basis while at the same time upholding 
the high standards which are demanded of it. 

During the year many states have enacted laws affecting the 
practice of accountancy and out of the forty-eight states com- 
prising the union thirty-nine now have C. P. A. laws. It is much 
to be regretted that the quaiifications under the laws in some 
of the states are at present inadequate and would therefore pre- 
clude holders of certificates issued under their authority from 
applying successfully for admission in our association. These 
adverse conditions show the situation to be far from what might 
be desired. The very nature of our country as well as the con- 
ditions to be found therein make it exceedingly difficult to obtain 
a uniform grade of standards ; but it would seem that, unless some 
plan could be devised whereby this might be accomplished, indi- 
viduals who are not granted such endorsement by the laws of 
the states where they reside as to bring them into line with 
accountants in other states, where the laws are adequate, would 
be hampered and unfortunately handicapped. 

The profession of accountancy should be held in high esteem 
by all with whom those who follow its practice come in contact. 
And in order to gain this high esteem, it is necessary—imperative 
—that certain standards of fitness be laid down and qualifications 
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demanded from those who set themselves forth as practitioners 
and are associated for the purpose of advancing the profession 
for the common good. How to bring about this uniformity of 
standards among accountants when the laws enacted by the 
different states throughout the country are so imperfect, and in 
many cases so poorly carried out, would seem to be a problem 
most difficult to solve. A uniformity, however, of some sort will 
have to be established so that the need—the demand of the age— 
may be met. 

If we could, within our organization, establish such standards 
and a control to which the profession as a whole would subscribe 
and measure up, a vital step would be taken which would make 
for a lasting recognition in the community, and advance the use- 
fulness of the profession to those who depend upon its services 
and advice in the conduct of their affairs. And the question 
arises: May we not take such steps as will insure a condition 
such as outlined? I would recommend that this matter be re- 
ferred to a special committee to be appointed for the purpose, the 
committee to report to the trustees at the semi-annual meeting 
to be held in April next with an outline of a plan to cover this 
situation. 

The question which each and every one must ask himself in 
connection with the growth of our profession is whether we are 
giving of the best that is in us at all times and in all circum- 
stances. The wealth of knowledge which is accumulated in a 
life practice must necessarily fit those who follow this profession 
to be of great benefit to the public in the community in which 
they reside, and if the professional element be strong within 
them their usefulness will be without measure. By keeping our 
ideals high and attempting to measure up to them we can prove 
that this profession must be recognized as a great factor in the 
advancement of all community interests. 

Deeply impressed with the opportunities which are before us 
when unity and co-operation obtain, I desire to express my 
thanks for your support during the past year. The future of this 
profession is bright in promise and that its realization may ful- 
fill our hopes, our best efforts should be put forth for the common 
good by working together whenever opportunity presents. 

J. Porter Jopiin, President. 

Chicago, September 1, 1915. 
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Qualifications in Certificates * 
By Georce O. May, C. P. A. 


First of all the fact that the qualified certificate has been 
selected by the authorities of the association as a suitable topic for 
discussion is evidence of the progress our profession is making, 
for it is not so many years since the qualified certificate was not 
sufficiently common for the subject to be of importance. 

Twenty years ago an audit certificate seldom assumed any 
special importance. It was regarded rather as a frame which 
helped to set off the financial picture ; obviously it is better to pre- 
sent a picture unframed than in a frame showing bare spots from 
which the gilt has disappeared. And so the demand was for an 
unqualified certificate or none at all. This condition is at least in 
part responsible for the opinion sometimes expressed that an 
accountant should give no certificate but an unqualified one, 
though often the opinion is the result of a failure to read a certifi- 
cate properly and a desire to blame the accountant for subsequent 
failure of the enterprise, possibly due to the very causes which 
necessitated a qualification in the certificate. We too frequently 
hear investors say: “Oh, well, I didn’t read every word of the 
certificate ; I saw it was signed by so and so and I thought that 
was good enough.” Of course, the position is unreasonable, but 
if we remember that there was a time when practically all certifi- 
cates printed were unqualified because qualified certificates were 
wrongly regarded as valueless and promptly suppressed, we may 
find for those who take the position some better excuse than 
mental laziness or an unfair desire to make the accountant the 
scapegoat. 

The impracticability of the suggestion that only unqualified 
certificates should be given is apparent. A client retains an 
auditor to audit his accounts, with a view to certifying a balance 
sheet. The auditor dissents from the treatment of an item in the 
balance sheet but finds the books and accounts in all other respects 
correct. Clearly the client is entitled to a certificate as to their 
correctness subject to the one point; and it is desirable too, as a 


*An address delivered before the American Association of Public Accountants at 
the annual meeting, Seattle, Washington, Sept. 21, 1915. 
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matter of broad policy, that he should get it, otherwise one of 
two things would be likely to happen—either an exaggerated im- 
pression as to the unreliability of the accounts would be created 
by the refusal of a certificate, or the auditor to avoid that serious 
result would waive or sink his convictions and sign an unqualified 
certificate. Moreover, every balance sheet, as has been judicially 
pointed out, is necessarily to some extent a matter of estimate and 
opinion, and qualifications often represent an honest difference of 
opinion between directors and auditors. What more effective 
disposition can be made of such a case than for the stockholders 
to have placed before them the two views—the one perhaps 
possessing the advantage of greater familiarity with the subject 
matter, the other the advantage of a more detached viewpoint, 
and then for the final disposition of the question to be determined 
by the stockholders ? 

Before leaving this question it may not be amiss to point out 
that among the things to be done by investors and bankers to make 
audit certificates attain their full value (what accountants have 
to do is not now discussed) are these: 


(1) Use every opportunity to extend the practice of having 
auditors appointed by and report to stockholders ; 

(2) Note and require explanations where companies which 
present audited accounts one year present unaudited 
accounts the next or change their auditors. 


The next question to be considered is the more difficult one, 
as to the form and character of qualifications. In the considera- 
tion of this question, qualifications may be divided into two 
groups—those that merely limit responsibility without expressing 
or implying disapproval of the accounts (as, for instance, where 
branch accounts have been accepted without audit). and those 
that constitute criticisms of the accounts (as, for instance, where 
proper provision for depreciation has not been made). 

The great essential of any proper qualification is, of course, 
that it shall be clear and readily understandable by any one not 
expert in accounts, and shall be expressed directly and not implied 
by subtle refinements in wording which may easily escape the 
notice of many who read the certificate. An accountant who 
relies on fine distinctions of language or the assignment of wider 
meaning to a word or phrase than it would ordinarily be given, to 
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limit his responsibility for accounts he has certified, may succeed 
in avoiding any legal liability therefor but prejudices the interests 
of the whole profession. This is not to say that great care in the 
choice of words in a certificate is undesirable or superfluous; on 
the contrary, the ideal certificate is the one that conveys precisely 
the right shade of meaning to anyone who carefully studies its 
every word and at the same time creates the correct general 
impression in the mind of anyone who reads it hurriedly and with 
no more than ordinary care. 

Qualifications which limit responsibility should not only indi- 
cate the extent of the limitations but their importance; at least, if 
the limitation is of marked importance that fact should be made 
clear. Thus, in the illustrative case above cited it should not be 
considered sufficient to state that the branch accounts have been 
accepted without audit if the branch assets constitute say 75% 
or more of the total so that only a small proportion of the total 
has been really verified. 

As to qualifications which are in the nature of criticisms of 
the accounts, it would clearly be desirable that they should show 
the exact or approximate effect on the accounts of the adoption 
of the auditor’s view; but such an ideal is not always attainable 
and it cannot be said that any qualification which falls short of 
this standard is defective. The generally accepted rule is that a 
qualification is adequate if it is sufficient to put the reader on 
notice and afford him a basis for investigation if he desires to 
carry the matter further. Thus, a qualification “subject to the 
fact that no provision has been made for depreciation” is re- 
garded as sufficient without any statement by the auditor as to 
what provision he thinks should be made. 

Although in some cases a more specific qualification which 
would indicate the precise amount involved might be undesirable 
from the business standpoint in a certificate receiving wide pub- 
licity, yet there is some justice in the demand for less general 
qualifications which is sometimes heard. So long as audits are 
not compulsory, however, progress in the desired direction can 
be made only with the assistance of bankers and investors— 
particularly the former, since the investors are not organized 
and are not in as advantageous a position for making their wishes 
effective as the bankers. Accountants gladly recognize the help 
which bankers have given in recent years and the resulting im- 
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provements in the form of accounts and certificates is apparent. 
Continued co-operation will produce continued improvement. 

So long as the discontinuance of audits or change of auditors 
passes without comment from stockholders or creditors, the 
auditors are hampered in their efforts to make accounts as ac- 
curate and their certificates as complete and informative as pos- 
sible. If auditors take too rigid a stand the directors will simply 
publish unaudited accounts or perhaps seek some more amenable 
auditors. It is not the financial effect on themselves of such a 
course that influences those auditors who view their responsibility 
most seriously to modify their position so as to reach an agree- 
ment with directors if possible; it is the knowledge of the fact 
that too rigid an attitude will defeat the very purpose they are 
seeking to accomplish. They realize that it is to the public interest 
that they should concede something in the language of a certificate 
or that they should bring the accounts nearer to the correct 
standard even though that standard be not quite attained, rather 
than that the accounts should be published entirely uncorrected 
and unexplained. There are many accountants who would never 
pass accounts they did not thoroughly approve for the sake 
of retaining the audit, who have done so for the reason just 
given. Of course, there can be no compromise on really vital 
questions and the determination of the proper limit of concessions 
calls for the nicest judgment. Extended experience convinces, 
however, that the policy has in the long run resulted in greater 
improvement in accounting standards than a more drastic policy 
would have produced and has been beneficial to the business and 
financial community. 

Turning now to the consideration of specific forms of qualifica- 
tion, it should perhaps be pointed out that in the ordinary certifi- 
cate that “in our opinion the balance sheet is properly drawn up 
so as to set forth the true financial position of the company as 
shown by the books and accounts,” reither of the expressions “in 
our opinion” and “as shown by the books and accounts” should be 
regarded as a qualification. The insertion of the words “in our 
opinion” is an honest recognition of the fact that the certificate 
can be but an expression of opinion, as indeed a balance sheet 
itself is in a large measure. The use of the expression “as shown 
by the books and accounts” does not justify the certification of 
accounts which are in accord with the books if the auditor has 
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reason to believe that the books are not correct or has not satisfied 
himself that they are correct. It is suggested, however, that the 
phrase is so frequently regarded as a limitation, or in some cases 
an attempted evasion of responsibility, that it would be well to 
omit it. The statement that “the balance sheet is in accord with 
the books and in our opinion, etc.,” is suggested as a preferable 
form. 

The insertion of limiting phrases should not be regarded as 
absolving the auditor from all duty and responsibility in regard 
to the assets or liabilities to which the phrases apply. Thus, before 
issuing a certificate containing a statement that the branch ac- 
counts have been accepted without audit, the auditor should look 
into the way in which the branch accounts are prepared and satisfy 
himself as far as is possible without auditing the branch accounts 
that he is justified in accepting them, and that there is no evi- 
dence tending to show that they are unreliable. In the same way 
a statement that valuations of certain assets by persons indicated 
have been accepted should not be embodied in a certificate if the 
auditor suspects the good faith or qualifications of the valuers. 

It is, naturally, the qualification which constitutes a criticism 
that offers the greatest difficulty. Much of the objection offered 
by directors to qualifications seems shortsighted. For instance, 
if it is apparent on the face of a company’s accounts that no 
provision has been made for depreciation where a provision is 
ordinarily regarded as necessary, it would seem wise for the 
directors to accept a certificate with that one qualification, 
and to offer an explanation of the omission if they deem it 
proper to do so. If an unqualified certificate is given any compe- 
tent person examining the accounts and finding that no deprecia- 
tion is provided and no comment on the fact is made by the 
auditors will begin at once to suspect other defects both in the 
accounts and the auditors. No doubt there are many less careful 
or competent recipients of reports who would not carry their 
analysis so far, but of these a large part probably would not read 
the certificate at all and others would take the qualification lightly, 
perhaps dismissing the requirement of a provision for deprecia- 
tion as one of the accountant’s fetishes. The readers whose impres- 
sions are of most importance to the directors issuing the report 
are, it is believed, more likely to be unfavorably impressed by the 
unqualified than by the qualified certificate in such a case. That 
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this is so is perhaps indicated by a growing tendency to discard 
the ostrich-like policy in such matters and to aim rather to 
minimize the effect of unfavorable features in accounts and reports 
by stating them boldly. 

An amusing feature of the continual discussion of the form of 
qualification is the way in which an expression such for instance 
as “subject to” acquires an evil significance, and great effort is 
expended in finding a more acceptable equivalent. The equivalent 
in time falls into disrepute, and a fresh search is instituted. The 
attitude of those to whom the qualified certificate is given is per- 
haps natural, no great harm results, and possibly in so far as the 
attitude stimulates the ingenuity of the auditor, widens his 
vocabulary and tends away from stereotyped forms of expression 
it may be said to be positively beneficial. 

An interesting question arises as to how far an exposition of 
the views of directors may properly be appended to a qualification. 
In general the more detached the attitude of the auditor, the more 
his certificate creates the impression that it was designed to 
benefit his ultimate clients to whom the certificate is to be pre- 
sented rather than his immediate clients—those by whom the 
certificate is sought—the greater weight his audit will carry. But 
where an auditor in a certificate intended for stockholders 
criticizes the accounts in any particular the directors may reason- 
ably desire to be sure of having their point of view put before the 
stockholders and that at as nearly as possible the same time as the 
criticism. Hence, such expressions as “no provision has been 
made for —--———, the directors considering, etc.” It is sug- 
gested, however, that this practice should be resorted to only very 
sparingly. The comment that no provision has been made for 
something implies that the auditor thinks some provision should 
have been made. If the auditor then proceeds to state the directors’ 
reasons for not making the provision it may be urged that 
he should logically go on to show why these reasons were not 
accepted by him as conclusive. There are, of course, cases 
where the value of certain assets or the amount of certain 
liabilities is so uncertain that neither auditors nor directors can 
form definite opinions. If in such cases the best judgment of the 
auditor differs from that of the directors, or if the auditor is 
not prepared either to endorse the directors’ opinions or express 
one of his own, a statement of the facts and of the directors’ 
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views thereon may, it would seem, properly be embodied in the 
audit certificate. An alternative course which has often proved 
convenient and satisfactory to all concerned is for the auditor 
to agree with directors on a statement to be made by the latter 
in their report to stockholders regarding the special point involved 
and for the auditor then to certify that the accounts, “read in con- 
junction with the explanation regarding —-————— contained in 
the directors’ report, set forth, etc.” 

One note of warning may be sounded. It must be remembered 
that some rules of accounting are rules of conservatism, not of 
law, and an auditor cannot compel his client to be conservative 
under penalty of receiving only a qualified certificate. If accounts 
clearly state the method of treating certain items and that method 
is not improper, though not the most conservative, the auditor 
is not justified in giving his certificate a qualified form. 

In general where facts are fully disclosed in the accounts in 
such a way as to be readily understood, one of the great objects 
for which auditors are constantly striving is attained, and the 
references to features which are not treated precisely in accord 
with the auditor’s view may be made less severe than where sup- 
pression of material fact aggravates error in treatment. 

Pursuing this line of thought, it is suggested that comments, 
not really critical, but which clients will nevertheless resent as 
being likely to be regarded by the public as qualifications, may 
often be obviated by embodying the equivalent explanation in the 
accounts. Suppose, for instance, that during the year the basis of 
valuation of capital assets has been changed with a resulting 
large credit to surplus: if the accounts do not disclose these facts 
the auditor must bring them out in his certificate. The change 
may be perfectly proper, and the client may object to the reference 
in the certificate on the ground that it implies—or will be regarded 
by many as implying—a doubt as to the propriety of the change. 
The natural solution of such a difficulty is to amplify the accounts 
so as to bring out the facts, and the reference in the certificate 
can then be omitted. Experience suggests that this alternative is 
not used as freely as it might properly be, and that, consequently, 
much friction between auditors and clients occurs that could easily 
be avoided. 

It may be well now to consider briefly some of the points on 
which qualifications are more commonly necessary, and in doing 
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so the balance sheet items may be taken in the usual order: capital 
assets, investments, inventories, accounts receivable, deferred 
charges, capital and current liabilities, surplus. 

Qualifications as to capital assets are perhaps the most fre- 
quent, the reasons being partly that there is more room for differ- 
ence of opinion as to capital assets than as to current assets or 
liabilities and that capital assets are not of great importance for 
credit purposes, and directors are, therefore, willing to accept 
qualifications as to capital assets where they would prefer to 
adjust current items rather than have any qualification in regard 
to them. 

Depreciation and discount on bonds charged to capital are 
time-honored subjects of qualification. Fortunately, the auditor’s 
position as to both has been made easier by the growing insistence 
of courts and regulating authorities upon their correct treatment. 
Those who urged ten years ago that discount was not a proper 
charge to capital were faced by interstate commerce regulations 
providing for its charge to cost of property, but the rule has since 
been changed, and other regulating bodies have followed the 
Interstate Commerce Commission. Today an auditor comparatively 
seldom has difficulty in securing acceptance of the sound account- 
ing principles regarding depreciation and discount, and the issue 
is usually only as to the amount to be written off—an issue that 
must always be open for discussion. 

Another question as to capital assets is as to the adoption of 
valuations in lieu of previous book figures. In such cases unless 
the auditor has reason to doubt the good faith of the valuation the 
question is, as already suggested, best dealt with by clear explana- 
tions in the accounts. 

Investments frequently. offer difficulty, where values have 
depreciated or are not well established. The auditor’s contention 
that provision should be made for a fall in value of marketable 
securities, though appreciation should not be taken up until 
realized, is attacked as illogical, though it obviously is the one 
safe rule. An explanation or qualification in the certificate is 
desirable where the rule is not followed unless the amounts in- 
volved are relatively small and the facts are clear in the face of 
the accounts as, for instance, 

Marketable investments at cost $........ 
(market value $........ ) 
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In the case of investments the value of which is uncertain 
(which include securities the quoted prices of which are nominal), 
the basis of valuation should be made clear either in the accounts 
or certificate; and where the amount is at all material and the 
valuation is not at cash cost, a reference to the item in the certifi- 
cate is always desirable. If the auditor regards the securities as 
not being worth the value at which they are taken, a qualification 
is required such as: “Subject to the value of the investments, we 
certify, etc.” If the auditor has no reason to dissent from the 
valuation and yet is unable fully to confirm it independently, 
the certificate may read: “Accepting the valuation placed on the 
investments by , I certify, etc.” Where the auditor 
is unwilling to go so far as to “accept” the valuation he can 
state the basis and say: “Upon this basis, I certify, etc.,” leaving 
every reader to decide for himself as to the propriety of the basis. 

Inventories may probably be valued legally at a figure not 
exceeding their net realizable value (i.e., their selling value, less 
costs of realization), but the “cost or market, whichever is lower” 
basis is so obviously sound and so generally adopted that a de- 
parture from this basis should be indicated either in the accounts 
or certificate; except, perhaps, in certain industries, such as the 
leather or packing-house businesses, where it is a matter of com- 
mon knowledge that costs are practically unobtainable for finished 
products, and that it is a trade custom to adopt a valuation based 
on selling prices with conservative deductions. 

Differences of opinion as to the necessary reserves for bad 
debts sometimes give rise to qualifications, and even more gen- 
erally the necessity for reserves for collection expenses on debts 
where collection cost is an important item (as, for instance, in 
instalment businesses) is or should be the subject of comment in 
the auditor’s certificate. The necessity for such reserves is not 
yet fully recognized, and the practice of establishing them is by 
no means universal. The position regarding future collection 
expenses now is similar to the position regarding depreciation a 
few years ago, and it is to be hoped that the coming years will 
furnish a parallel to the steady growth of sounder opinion on that 
question. 

Deferred charges are a fruitful source of qualifications, officers 
who are anxious to avoid showing a deficit but are unwilling to 
overstate “real’’ assets being tempted sometimes to solve the 
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difficulty by carrying as deferred charges items which ought to be 
charged to profit and loss and would have been so charged with- 
out question if operating results had been more favorable. The 
particular forms of qualification are so varied that no general 
comment is possible. 

Qualifications as to liabilities usually relate to liabilities unas- 
certained in amount or contingent which exist and are not. noted 
on the balance sheet, or to such special liabilities as indebtedness 
for goods in transit, or for goods intended for sale in a future 
season, the invoices for which are post-dated. In such cases both 
the asset and the liability are sometimes omitted, but they should 
be disclosed or the fact of their being omitted clearly brought out. 

In addition to the questions which have been already discussed 
and which indirectly affect the amount of the surplus, questions 
arise as to the manner of stating the surplus. These questions 
include the proper disclosure of extraordinary profits, the separa- 
tion of earned surplus from surplus arising in other ways, and the 
treatment of losses which it is claimed are chargeable against 
prior surplus instead of against current operations. These ques- 
tions often give rise to serious differences between client and 
auditor, the client arguing that “it is all the same in the end and 
that there is nothing in the balance sheet that is not literally true.” 
The auditor’s position must be that to receive a clear certificate 
accounts must be fair as well as literally true. Accounts are 
often more important on account of the inferences that may be 
drawn from them than as mere statements of a past condition. 
We all know how easy it is to join together a series of state- 
ments, each of which is literally true, in such a way that an 
inference will naturally be drawn which is in reality incorrect. 
The auditor aims to ensure not only that statements he makes or 
certifies shall be true, buf that every legitimate inference drawn 
from them shall also be correct. Of course, he can accept no 
responsibility as to unwarranted inferences, though it is often 
sought to impose such a responsibility on him. 

Qualification is sometimes necessary as to the general form of 
accounts submitted to the auditor, especially in the case of holding 
companies. While the general adoption of the practice of pub- 
lishing consolidated balance sheets affords the auditor a strong 
argument in favor of that form of statement, clients who desire 
to publish a holding company balance sheet have the legal position 
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in their favor. The auditor can, however, meet such cases by 
insisting that while the balance sheet is a correct balance sheet of 
the holding company it does not adequately disclose the financial 
position unless supplemented by a consolidated balance sheet of 
the subsidiaries or its equivalent. 

Questions also arise where extraordinary transactions such as 
the declaration of a large dividend which very materially affect 
the financial position, have taken place shortly after the date of a 
balance sheet and before the certificate is signed. These ques- 
tions are of great importance where the balance sheet is likely 
to be used for the purpose of securing credit. Irrespective of 
technical view of such question, which might seem to justify a 
clear certificate, the auditor should take a broader view and if he 
feels that there is danger of the statement proving seriously mis- 
leading he should take adequate steps to avoid that result. 

Another general question which it may be well to touch upon 
is the position where an auditor is appointed by a company long in 
existence to make an audit of its accounts for one year. Is a 
specific disclaimer of responsibility as to the accounts prior to 
the year under audit necessary? The correctness of current 
assets and liabilities can be determined without delving into the 
past to any great extent, but capital assets carried at cost are not 
so easily verified. Where the balance sheet shows the figures of 
capital assets at the beginning of the year and the charges during 
the year, and the auditor states that he has audited the accounts 
for the year, he is justified in accepting the opening balance, unless 
he has reason to believe it to be incorrect, because the capital 
assets could only be verified by auditing, at least in part, the 
accounts of a prior period. Taking into consideration the fact 
that capital assets are not usually stated on the basis of present 
values, the magnitude of the task involved in a complete verifica- 
tion of the capital assets and the clear indication on the face of 
the balance sheet that the opening balances have been accepted, 
no one would be justified in assuming that the auditor had in such 
a case done more in connection with capital assets than verify the 
changes during the year. This is especially true where the long 
form of certificate is given, stating specifically that the changes 
during the year have been examined and found to be proper, the 
inference clearly being that the auditor is not prepared to accept 
responsibility for the treatment of the accounts in the past, 
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Qualifications in Certificates 


though in practice auditors usually look cursorily over the past 
history of capital asset accounts with a view to detecting any 
gross inflation or special adjustments thereof. 

This discussion of specific qualifications has been limited to 
those arising on the certification uf annual balance sheets. The 
questions arising on certificates of profits for prospectuses and 
other special work are to a large extent similar and will offer no 
difficulty to any one who has a clear idea of the principles which 
govern the issue of certificates as to annual accounts. 

In granting certificates the accountant stands between his 
client and the public, and the decision as to how far he can go to 
meet his client’s wishes and still do his full duty to the public is 
often difficult to make. Upon his ability to decide such questions 
rightly his ultimate standing and success largely depend. He 
should err, if at all, on the side of the public, for undue laxity will 
damage the profession and himself; at the same time excessive 
rigidity, as has been suggested, will often defeat the purpose he 
is seeking. As in most walks of life, success lies in finding the 
happy mean. 











Municipal Accounting and Its Relationship 
to Government * 


By Harry W. Carrot, Ph. B., C. P. A. 


The state is admitted into the union by congress and its 
boundaries defined. In convention a constitution is drafted, fol- 
lowed by its adoption by vote of the people. In accordance 
therewith, a legislature convenes and proceeds by enactment to 
subdivide the state into counties and to sanction the organization 
of other municipalities. 

A municipality implies and pertains to a corporation, pos- 
sessing the constitutional right of administering local govern- 
ment and of enacting laws not in conflict with the general laws 
of the state or nation. 

The state is sovereign in the power to authorize by legislation 
the creation and existence of a municipality and, by the same 
token, to abrogate it. Municipal corporation, therefore, applies 
equally to cities of all classes, counties, towns, townships, school 
districts and port commissions legalized by the state, as dis- 
tinguished from corporations other than municipal. 

The functions of municipal departments are governmental ; 
hence, their revenue for services rendered to individuals can 
help but little in reducing the cost of government. The nature 
of a municipal corporation precludes the possibility of a financial 
profit from the operation of any of its departments. 

The greater part of its revenues must be derived from taxes, 
and it is evident that such corporations could not operate unless 
the power to tax were conferred upon them, wherein they radi- 
cally and mainly, as a matter of principle, differ from corpora- 
tions other than municipal. 

The tax levy is the exact and only measure of the cost of 
municipal government. 

Municipal industries owned and conducted by a municipality 
are comparable in their organizations and objects with similar 
business enterprises conducted by private individuals or corpor- 
ations, the municipality occupying a proprietary position simi- 
lar to that of a holding company. 


*An address delivered before the American me of Public Accountants at 
the annual meeting, Seattle, Washington, Sept. 22, 
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Municipal Accounting 


All the functions of a municipal industry are directed to the 
object of furnishing services, commodities, or both, at a profit. 
No governmental functions are exercised by them. 

In some cases, sufficient profit may be shown to enable its 
owner, the municipality, to take part or all of such profit unto 
itself. In other cases, or at other times, a loss may result, which 
must be made good by the owner, but in neither case is the profit 
or loss the result of the exercise of governmental functions. 

By way of illustration. Public utilities or industries, such as 
water, light, gas, telephones, toll-bridges, turnpikes, asphalt 
plants, ferries and railways, are business enterprises. Their 
revenues and expenses are primarily their own. The only inter- 
est in them on the part of the municipal owner is in the gain or 
loss resulting from their operation. 

It is intended in this brief treatise, to refer to the larger cities 
of our country having resources which admit of efficiency and 
systematic departmental organization. Accounting plans satis- 
factorily adapted to such cities would be equally practicable in 
abridged form in those of smaller size. 

Cities harboring 20,000 or more inhabitants are permitted by 
a majority of the states to adopt charters for their own govern- 
ment, consistent with statutory law. Those of lesser magnitude 
are incorporated and governed or managed similarly to private 
corporations, by elective corporate authorities, actuated in all 
essentials by law. 

The progressive city has discarded the antiquated and primi- 
tive way of keeping its accounts in single entry registers and 
funded ledgers, and at each year’s end publishing a mass of 
detail showing warrants issued and to whom, a list of bond issu- 
ances and a statement disclosing the excess of receipts over 
disbursements, together with a registration of property belonging 
to the corporation. The aim and endeavor of the accountant 
in this day is to simplify and at the same time commercialize 
municipal accounting to the greatest extent, the fact remaining 
that all rules of fundamental corporation accounting are applicable 
in the broader municipal work. 

A mold is made by the mechanic; metal is poured into it and 
we have a casting. The laws and ordinances may be properly 
compared with the mold and municipal accounting with the cast- 
ing, for all governmental accounting is secondary to law and 
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must be formulated consistent therewith, yet in accordance with 
the technicalities of accounting practice. 

There yet remains a vast and clear field for exploitation on 
the part of the accounting genius in municipal affairs. He is 
gaining ground in his effort to shorten and practicalize systems 
of dealing with details and resultant generalities. His problem 
is to devise and originate methods of minimizing in the recording 
of public service business transactions. Classification of accounts 
has been rendered uniform in cities of over 30,000 population by 
traveling examiners, who annually compile schedules for the 
department of commerce, bureau of the census of the govern- 
ment. Standardization of municipal accounting systems, based 
upon established principles adapted to the diverse requirements 
of the larger cities—which is indeed to be hoped for—can only 
be attained through the co-operation of our certified and other 
public accountants who specialize in municipal systems and their 
installation. 

The first text books in concrete form on municipal account- 
ing have but recently appeared. The results to which their authors 
would attain are commendable, but thus far they fail to treat of 
the all-important question of the general municipal balance sheet, 
showing all resources and liabilities of every possible description 
of the municipality technically classified, such as is prepared by 
well-managed, privately-owned corporations, large or small, 
immediately after the close of each year. Nor have any of the 
few texts published treated of system or undertaken to outline, 
so far as I can learn, the latest improved municipal systems 
This will come in the course of events, after the texts thus far 
extant shall have withstood the gamut of criticism, as surely as 
up-to-date measures become prevalent among our greater cities. 
Classification, definitions, forms and discussion of details and 
some of the generalities are, however, helpful. 

The largest of our metropolitan cities are by no means sup- 
plied with the best accounting methods. In fact, basing my con- 
clusions on financial reports received from a majority of the 
leading cities throughout the land, I am constrained to agree 
with a criticism contained in the Saturday Evening Post some 
time ago, to the effect that the so-called bookkeeping in nearly 
all of our important cities is crude, cumbersome and wofully 
deficient in concise yet comprehensive showings of general 
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nature. Subsequently, the editor of the Post at Philadelphia, in 
reply to a letter from the writer, deferred to Seattle as not being 
among the larger cities to which the article in question referred. 

How many cities publish a statement or are able at a glance 
to tell you their approximate, net present worth, based upon 
market values of realty and tangible assets, including equipment, 
having figured depreciation and assembled expert compilations 
of appraisals and inventories? How many cities can, in short 
order, answer the question: “How closely have you approached 
your legalized debt limit?” or any one of a multiplicity of ques- 
tions requiring celerity of play upon an accounting system that 
promptly responds in delivering the goods? 

The city of Seattle ranks as number twenty-one in point of 
population among the one hundred largest cities in the United 
States. The bureau of the census accords this city at this time 
330,000 inhabitants ; hence, she is yet a comparatively small city 
and growing rapidly. A new accounting system was installed 
in April, 1908, based upon sound principles. It has given gen- 
eral satisfaction to officers, the press and an exacting public for 
seven years past. This system is not perfect. Nobody makes 
this claim for it. It is doubtless susceptible of improvement, 
although nobody has yet appeared to make any radical sugges- 
tions for its betterment. It has, however, been improved and 
quickened in many minor respects since its establishment. It has 
been approvingly criticised by United States government statis- 
ticians; by the Washington state bureau of inspection of public 
offices; by Carl Plehn, professor of municipal economics, Uni- 
versity of California; by Francis Oakey, of the New York bureau 
of municipal research, who regarded it as an exemplary compara- 
tive criterion for other cities, and by professional accountants 
and officers from many cities, including Glasgow, Scotland. 

Seattle’s accounting system has passed the experimental 
stage; it is an established institution; it is as readily adaptable 
to the successful and practical use of New York or Chicago, as 
it is to a city much smaller in size than Seattle herself, with modi- 
fications to suit local needs. It is adaptable to the use of any 
state in the union and to any county in any state, as well as to 
any other municipal government. 

At the meeting of the National Association of State Auditors 
and Comptrollers, held at Salt Lake City in August of this year, 
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consideration was to be given the question of admission to mem- 
bership of municipal auditors and comptrollers. This contempla- 
tion was due to appreciation of the importance of “close co-oper- 
ation of the state and city auditors, to the end that the relation 
of each to the state government may be properly understood and 
worked out.” 

The writer is hopeful that the state auditors may elect to 
admit city auditing officers to membership in their association, 
as well as county auditors of counties in which the larger cities of 
the United States are located. 

About forty-six per cent of the people of the United States 
are said to live in the cities, yet in many of the states, public 
service commissions of three or five are authorized by law to 
regulate and control rates and tariffs paid by the citizens within 
the cities, for commodities furnished by public service corpora- 
tions, and in instances to execute in the matter of granting and 
revoking valuable long-term or perpetuity franchises to such 
corporations. 

Prospective and actual imposition and excise administration 
by monopoly utility franchise corporations have, in some of our 
cities, developed the cause of municipal ownership, through which 
the people would exercise the right by vote, or through their 
local legislative body, to fix their own rates and have a voice in 
the management of their own affairs, including the expenditure 
of their own funds. There are admitiedly two sides to this ques- 
tion, but the home rule for cities side of the question is, in my 
judgment, gaining ground in some of the states and, as I believe, 
justly so. It is contended that a public government cannot be 
operated as can a private corporation. Theoretically this is 
untrue, but practically it cannot, as a rule, be thus far success- 
fully controverted. If this condition be true, or shall indefinitely 
remain so, which I must decline to admit, the fact remains that 
though municipal business cannot be conducted with the same 
alacrity as private business, the accounting can. 

This question illustrates the important part that accounting 
plays in the relationship between the several cities and their 
respective states, both in municipal and state accounting in states 
where municipal ownership prevails, and corporation accounting 
versus state accounting in the other states ; for it is solely through 
the medium of the figures of the accountant and statistical auditor 
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that this question assumes a concrete form and becomes arguable. 

Again, the question of consolidation of city and county. It 
costs heavily to operate a city. This fact, due in part to politics, 
excessive demands of citizens, legally required “red-tape” and 
sub-divided authority, seems for the time unavoidable. It costs 
roundly as well to conduct the affairs of a county. If you will 
merge the two governments into one you will beget economy in 
time and money, which insures directness and efficiency. 

This proposition will practically and successfully apply in 
cases only where the county contains a large city, which is usually 
the county seat. Its consummation must be aeceptable to and 
ratified by the county’s people, sanctioned Ly constitutional and 
general state law and authorized by the legislature. One set of 
officers will cost less than two; one public building will suffice 
the need of two and taxes will, or certainly should, be materially 
reduced, for those named and many other reasons. 

The determination of economics involved in this question 
devolves necessarily upon the city and county auditors, and its 
argument might be properly made and conclusions as to general 
advisabilities reached by such a national convention as that held 
at Salt Lake City, provided its delegates included city and county 
accounting officers, all of whom are municipal. 

Every large individual city pays a state tax, a county tax, a 
municipal tax and a school tax, while seaport cities, Seattle 
included, pay a port or port commission tax—altogether quite 
enough—hence the advisability of combination of city and county 
government, as illustrated by the city and county of San Fran- 
cisco and the city and county of Denver; more or less similar 
conditions at Baltimore and Jersey City; St. Louis has a full 
set of city and county officials; Philadelphia is co-extensive with 
county of same name; New Orleans is coincident with the parish 
of New Orleans; Boston receives income, pays expenses, owns 
property and is responsible for the debt of Suffolk county, Massa- 
chusetts, and New York includes Kings, Richmond and part of 
Queens counties. 

A third proposition, and one of questionable practicable nature 
was recently made in one of the eastern states of setting up at 
the state capital a county government department, to deal with 
the several counties in a manner similar to that in which a railroad 
company deals with its stations, some of which are the great cities ; 
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or the large holding corporations manage their subsidiary organ- 
izations from a general agency or headquarters located in a large 
city. 

The writer has cause to believe that the type of municipal 
accounting in vogue in the city of Seattle is as good as the best 
in any city—in short, exemplary—and will, therefore, particularize 
it by way of amplifying some of the foregoing general facts and 
principles. 

ACCOUNTING SYSTEM 

The comprehensive municipal accounting system of today, 
strictly speaking, is centralized in a general ledger and the jour- 
nals supporting it. 

The essential constituents of these general books vary in dif- 
ferent localities, depending upon the form and nature of their 
governmental organization. 

In Seattle, we have local improvement ledgers and a tax 
ledger, which are subsidiary. They set out the details, which 
when totalized are shown on the general ledger. 

This system studiously avoids the use of “pro forma” or 
“matter of form” accounts. The value of this class of accounts 
is indicated by their name. They involve the keeping of books 
in account with what you think you are going to do. They 
involve the setting-up of accounts with estimates of amounts 
anticipated, against which are charged or credited amounts devel- 
oped from actual transactions. This entails adjustments with 
view to arriving at the facts and is the system now in vogue in 
some of the largest cities of our country. 

These pro forma accounts are solely for the purpose of com- 
parison and are, in my judgment, expensive and unnecessary. 
All that they afford can be readily obtained from an independent 
set of accounts entirely aside from the general ledger. 

In some cities, the local improvement or special assessment 
question is governmental; whereas, the city of Seattle acts as 
trustee for the citizens in the administration of this locally con- 
siderable class of business, the funds of the improvement sub- 
divisions or districts being treated as trust funds. 


AUXILIARY 


The budget consists of (1) the sum of the maximum allow- 
ances for the operation of a government for the ensuing fiscal 
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year ; (2) an estimate of revenues, other than taxes for the same 
fiscal year period; (3) a tax levy in amount such that when 
augmented by the estimated revenues it will exactly equal the 
budget allowances. 

The object of budget preparation is solely with view to deter- 
mining the amount which must be raised in taxes to run the 
government for one year. Once the tax levy is legally adopted, 
the budget itself becomes a purely subsidiary and incidental record 
of what is proposed to be done during the ensuing year. It 
does not further enter into the accounting of the ens:ting year, 
which deals entirely with actual revenue and expense, or in other 
words, fixed and definite amounts rather than with estimates and 
approximations. 

A budget ledger is of use to enable the comparison of the 
actual expenditures with the authorized expenditures. 

An appropriation ledger may be maintained with view to keep- 
ing the issuance of departmental requisitions within the appro- 
priation. This operation is purely auxiliary. 


REVENUE AND EXPENSE 


Separate ledger expense accounts are carried with each depart- 
mental! enterprise or undertaking, whether municipal or indus- 
trial. Expense of departmental subdivisions is detailed on loose- 
leaf sheets, which when bound constitute the claim distribution 
journal, which sets out in detail the distribution of the original 
vouchers. 

Separate ledger revenue accounts are kept with each source 
of revenue. 


ACCOUNTS PAYABLE, WARRANTS OUTSTANDING 


The claim distribution sheets furnish a monthly record of all 
the expenditures made from the several funds, as per vouchers 
audited by the auditing committee. Once thus audited, war- 
rants are drawn in payment of the claims due for payment, while 
the undue claims are set up as accounts payable; hence, the 
accounts payable, plus warrants drawn, balance the monthly 
total shown on the claim distribution journal. Both are lia- 
bilities. 

Bills for services rendered by one governmental department 
to another are settled by debtor department approving the bill, 
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which is sent to the comptroller. He causes the proper general 
journal entry and posting to be made, which describes and closes 
the transaction. Inter-department bills for services performed 
or material furnished by one fund to another are billed, vouchered 
and a warrant drawn in payment thereof. Within the treasury 
the transaction is merely banking, but in the comptroller’s 
office the same course is followed as in the payment of any 
claim. 


COLLECTIONS 


Cash receipts of all sorts other than taxes are spread in detail 
directly from duplicate treasurer’s receipt or stub upon the mis- 
cellaneous and local improvement receipt journals. The totals 
thus journalized are apportioned monthly to the proper accounts 
in the general books, being charged to the city treasurer as separ- 
ate treasurer of each account and credited to the corresponding 
account. 

The monthly totals in the local improvement journal are posted 
to the local improvement ledgers, charged to the city treasurer as 
separate treasurer of each district and credited the proper accounts 
in each corresponding district. 


DISBURSEMENTS 


Disbursements are entered daily against each fund upon the 
journal of treasurer’s payments in the comptroller’s office. Every 
such entry is supported by a cancelled voucher in evidence, such 
as a bond, coupon, warrant, guaranty deposit receipt, and by 
sundry other classes of such paper, practically all of which eman- 
ates from the comptroller’s office. These entries are totalized 
monthly ; charged to the proper funds in the general books and 
credited the treasurer as separate treasurer of corresponding 
funds. 

TAX LEVY 


The city’s legislative body by resolution fixes the amount 
included in the tax levy for each fund. The comptroller appor- 
tions these amounts against the assessed valuation, certified by 
the county assessor, to each fund in each of the several limits or 
districts of the city. He then prepares an ordinance, which, as 
enacted by the legislative body and approved by the mayor, be- 
comes the tax levy. A copy of the tax levy ordinance is certi- 
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fied to the county assessor. The latter proceeds to extend the 
taxes in conformity with the tax levy ordinance on the county’s 
assessment rolls. The assessor then certifies these extensions 
back to the comptroller, who apportions the taxes for each fund 
in each limit or district, charging county treasurer as separate 
treasurer of each fund, and crediting the tax account of each 
corresponding fund. After extensions of taxes on rolls by the 
county assessor, they are turned over to the county treasurer for 
collection. When a city collects its own taxes, the principle is 
the same. 

Taxes collected by the county treasurer of King county, who 
is this city’s tax collector, are monthly remitted to the city treas- 
urer, apportioned by the comptroller, charged to the city treas- 
urer’s accounts as separate treasurer of each fund, and credited 
to the county treasurer’s account as separate treasurer of each 
fund. The tax account of each fund being a purely revenue 
account, it will be seen from the above that the county treasurer 
has been (1) charged with the amounts of taxes actually 
extended on the rolls and (2) credited by his collections of 
same. 

Cancellations or supplemental assessments affecting any 
assessment rolls, when certified to the comptroller by the assessor, 
are forthwith apportioned and treated consistently with above 
procedure. 

The balance in the county treasurer’s account with each fund 
always shows the amount of all uncollected taxes due each fund. 


ACCOUNTS RECEIVABLE 


All departmental bills for services rendered to private persons 
bear serial numbers. They are received by the comptroller 
monthly from each department furnishing service, charged to 
the proper department’s accounts receivable account and credited 
to the proper revenue account. They are an asset. 

Excepting taxes and accounts receivable, all revenues are 
treasurer’s collections, such as licences, fines and miscellaneous 
collections. These are set up on the books as fast as collected. 

Capital assets, other than inventory, including real estate, 
improvements and industrial plants, should be set up at actual 
cost, or at an appraised valuation, at time of installation of 
system. Subsequently, all additional acquisitions of property of 
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above described nature should be charged annually against the 
accounts classifying these different kinds of assets. The bal- 
ances of these individual accounts when totaled show the present 
value of these assets. 

INVENTORY 

Each department annually furnishes the comptroller with a 
detailed inventory of all personal property (capital assets), then 
in its possession. The difference between this year’s inventory 
and that of last year shows a gain or loss. The total net gain 
or loss of all departments is closed into capital surplus. This 
operation automatically provides for depreciation. 

RECAPITULATION 

At the end of the fiscal year all individual revenue accounts 
and the individual expense accounts are closed into revenue and 
expense account. The surplus or deficit resulting from this oper- 
ation is closed into revenue surplus account. 

Capital assets acquired or capital liabilities liquidated out of 
revenue are annually closed from revenue surplus into capital 
surplus. 

All improvements completed during the year through bond 
issues, such as city hall, fire stations, bridges, hospitals, stables, 
real estate sites, parks, boulevards, playfields and municipal indus- 
tries including water, light, railway and other plants, are charged 
to the proper asset account and credited capital surplus. 

All local improvements completed during the year, such as 
grading, asphalt paving, brick paving, stone paving, wood-block 
paving, planking, concrete sidewalks, wooden sidewalks, sewer 
system and bridges, are charged to the proper general fund asset 
account and credited capital surplus. 

From the system above outlined a balance sheet perfect in 
both form and substance is compiled. 

IN CONCLUSION 

I recommend that this association consider the advisability of 
taking action looking toward the general adoption of a model 
business system of municipal accounting, adaptable to the cities 
of the United States. I believe uniformity of accounting methods 
in the several cities to be highly desirable and that this associa- 
tion could competently devise one tending toward standardiza- 
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Some Phases of Professional Ethics” 


By Joun F. Forses, C. P. A. 


The position of the certified public accountant in the United 
States is unique. Of first importance is the fact that his degree 
is recognized and protected by law in all of the industrial and 
commercial states. This precise condition does not exist else- 
where. On the other hand, there are no broad laws such as exist 
in other countries effecting compulsory auditing of the accounts 
of corporations and others. Consequently, there is no general 
public appreciation of the value or even the use of public account- 
ants’ services. This creates a situation pregnant with potentiality 
for professional advance, either by the education of the business 
world, or by law, or by both. 

Chief among those who do recognize the value of the profes- 
sional accountant are the important banking interests in this country 
and abroad. These interests center at this time in comparatively 
few large cities; and, as they naturally desire to utilize the serv- 
ices of accountants personally known to them to look into the 
finances of clients widely distributed throughout the world, they 
serve to create and sustain the large national and international 
accounting organizations. 

The important situation that confronts us, then, largely by 
reason of the foregoing, is that the profession holds a most ad- 
vantageous legal position and is ready and eager to do a large 
and important work. This, by reason of pure ignorance on the 
part of the public, is now exceedingly limited, while the work 
which is done is divided into work controlled locally, which is 
generally performed by local accountants, and work actually or 
morally controlled from distant points, which is performed gen- 
erally by the accounants known personally to the parties in in- 
terest. These accountants may be local, but generally are not, 
unless they have become so by making the particular locality a 
headquarters, so to speak, of their organization. 

Having in mind these facts, and having in mind also that there 
is no known profession, excepting perhaps the clergy, so signally 
subject to the omnipotence of truth, what are we to say to the 


*An address delivered before the American Association of Public Accountants at 
the annual meeting, Seattle, Washington, September 21, 1915. 
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young man who, having qualified for and passed his examinations, 
desires to enter practice for himself? Around this problem pivot 
the phases of professional ethics to which I wish to address 
myself. 

Are we to advise him primarily to rent an office, put his name 
on the door, send an announcement to THE JOURNAL oF Ac- 
COUNTANCY, and then sit down and await the clients, meanwhile 
improving his mind and morals by lofty thought and the pursuit 
of noble sentiment? Shall we suggest that he send handsomely 
engraved announcements to his friends, knowing in our hearts 
that above all others his friends will distrust him and avoid en- 
gaging him until he has succeeded? Shall we assure him that his 
work well done will prove his best source of publicity, without 
presenting an idea as to how this work may first be obtained? 
Shall we insist that the best way of developing his practice is by 
enlarging his acquaintance, and that the best way of enlarging his 
acquaintance is by joining clubs and societies, leaving to him the 
unhappy problem of initiation fees and dues? 

If upon entering practice he were to absorb a client or two 
formerly upon the list of his late employer, he would be subject 
to the detestation of his professional brethren. He is, therefore, 
estopped from utilizing professionally acquaintances created in 
those offices where he performed services as a member of the 
staff. He is, in fact, confronted by the situation that the culti- 
vated ground is fully occupied, while immense areas of unculti- 
vated ground await his occupancy. Again the question, how shall 
we advise him to proceed to render this uncultivated ground pro- 
ductive? Our ethical leaders frown upon personal solicitation, 
but it occurs to me that many clients would have been inestimably 
benefited had they been earlier advised of the advantages of pro- 
fessional accounting services. Display advertising in newspapers 
and other periodicals is abhorred. But if prepared in an enlighten- 
ing and inoffensive manner, an advertisement properly placed 
might cast a beneficent gleam in many a darkened place. Circu- 
larizing, too, is an abomination—still, I have always felt that a 
well-written pamphlet fairly descriptive of the best that account- 
ancy has to give to the commonwealth could not but be desirable 
in a high degree. We concede the public to be uninformed. Our 
young friend must make a living. These methods contain the 
most direct appeal. Shall we advise these, or shall we advise 
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methods of appeal less direct, as, for instance, that he prepare 
articles (naturally based upon little or no experience) for publica- 
tion and send reprints broadcast? 

I have an abiding impatience with written rules of conduct, 
for in every department of life we are being regulated into a 
condition of spiritual subserviency. I hold a deep contempt for 
him whose obedience to a natural principle of right must be regu- 
lated by a few poorly constructed lines over the meaning of which 
he would probably quibble. Therefore, I feel that no hard and 
fast rules should be drawn in these matters and that the young 
man be advised to proceed along the lines most likely to obtain 
results in his particular sphere of operations. If, for instance, a 
C. P. A. law has been in operation in his state for ten or fifteen 
years, he will certainly proceed differently than if the law has 
been in effect say ten or fifteen months. If his locality happens 
to be well advised from the accounting point of view, this will 
undoubtedly affect his procedure ; but if he is a decent young fel- 
low, possessed of even the elements of good breeding, he will 
instinctively avoid objectionable methods. If he is not decent, all 
the rules in the world are wasted on him; but, if we must give 
him rules, let us rather give him some of Lord Chesterfield’s 
than any stiff-ribbed code of ethics, for Chesterfield at least is 
fundamental. 

And when the young man asks what compensation he shall 
exact for his services, shall we say, for instance, that the repre- 
sentative class of accountants make a per diem charge of fifty, 
twenty-five and fifteen for principals, seniors and juniors, re- 
spectively, and that by asking less he will be lowering a stand- 
ard? Or shall we frankly tell him that every sensible man is the 
best judge of his own value, and no matter how little he charges 
his first few clients, he will probably unwittingly rob them through 
the very imperfection of the services which he renders? Let us 
add, however, that since many clients do unhesitatingly pay those 
quoted and even higher rates, it naturally follows that they re- 
ceive value therefor. Our young friend should consider this well 
and govern himself accordingly. If he has any discernment, he 
will clearly see that in the long run the services and not the 
accountant fix the fee. 

It often happens, unfortunately, that a prospective client must 
know in advance the amount of the fee. It is a prerequisite of 
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the engagement and is especiaily true in municipal and society 
auditing, where those in charge have little business experience. 
This, of course, develops competitive bidding which should be 
avoided above all things. Accountants of established practice 
comply with such conditions most reluctantly. They know that 
the practice must invariably work a hardship upon either the 
client or the accountant. But why set up rules discountenancing 
the acceptance of engagements of this sort? Is it not vastly more 
important that the public should first have this work done than 
that they should be disciplined in the professional niceties sur- 
rounding it? Then, too, who are we that we shall deprive our 
young man of the privilege of obtaining wisdom by prohibiting him 
from obtaining this work at a smaller fee than that for which any 
one else will undertake it? All wisdom must be bought and paid 
for and there is no surer way of obtaining some of it than to 
attempt the normal engagement upon a competitive fee basis— 
unless (and this to me always seems of first importance) one has 
to have the money. 

Having obtained a medium for the acquirement of practice 
and having fixed a value of his services at somewhat less than the 
so-called standard, our young friend finds himself in the position 
after a while where he attracts the attention of some close-figuring 
client of yours or mine. Shall we remonstrate with him? Noth- 
ing could be more futile. If he does not inherently realize that a 
gentleman would as soon alienate the affections of another man’s 
wife as deliberately endeavor to secure the favor of another man’s 
client, all the canons of conduct in Christendom are meaningless 
to him. Such a man is an out and out charlatan and, in a pro- 
fession like ours, where permanent success is synonymous with 
truth and honor—-all measured, I think, in nicest proportion—we 
need give no serious consideration to such as he. Nature seems 
ever to delight in parasites, but nature is not less lovely on that 
account. 

There are a thousand rules of conduct which might be laid 
down. We might, for instance, instruct our young friend how he 
should or should not divide his fees, how he should or should 
not speak of an absent member of the profession, what other in- 
terests he shall pursue, and so forth and so on. We might even 
admonish him to look with doubt and suspicion upon some of his 
friends and neighbors because, forsooth, all the members of their 
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firms do not see fit to put their names on their letterheads but are 
content to practise in such imperfect oblivion as time-honored, 
widely known firm names and vibrant personalities afford. But I 
have a feeling of sympathy for the young man. I want such free- 
dom and opportunity open to him as our pioneering ancestors had 
when they, unconfined by the conventions of an effete civilization, 
looked calmly and earnestly over and beyond the comparatively 
untrodden areas before them into the future. Thus, you see, it 
has always seemed to me that if we really loved our young friend 
and sincerely hoped for his success, we would not bind him with 
the thongs of tradition and gag him with the selfish rules of the 
successful or the envious ; but, doubting not the nobility of youth, 
we would throw open the door of a new day before him and tell 
him that so much of its success or joy as any one might hope for 
was to be had at the price of honesty and industry, a little kind- 
ness, a little thoughtfulness and a little love of his fellow man. 
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Will We Co-operate or Must We Incorporate 


By W. D. Wuirtcoms, C. P. A. 


The cry for national preparedness echoes through the land. 
Not preparedness against a present crisis, but rather to forestall 
there being future crises. This paper is intended to be not a call 
to arms, but to preparedness. 

Our profession must appear at times, and to an occasional lay- 
man, to be in a condition approaching civil war. Why? Because 
some of us are failing, in part, in our three-fold duty to the busi- 
ness world, to our co-workers and to ourselves. We are not all 
professing our profession all the time. 

This is not to be what the late Fra Elbertus was wont to call 
a preachment, but just a heart to heart chat. It is, therefore, not 
anticipated that any offense will be given. Unfortunately, there 
are a few practising accountants who delight to strew tacks along 
the accounting highway for their neighbors’ harm. Such had 
better equip themselves with hard tires, or expect to get an occa- 
sional puncture. There is unquestionably none such present, but 
should there be, failure to blush will conceal the identity. (Funny 
thing, isn’t it, that man is the only animal that blushes? Some- 
times it seems as though he were the only one that needed to.) 

Keeping in mind the result toward which we aim, let us pro- 
ceed to a frank and candid discussion, and perhaps, through hav- 
ing an occasional roast, we can ward off the possibility of a daily 
stew. 

The dilemma is universal—the problem one of common inter- 
est. Human nature in the south is very similar to that in the 
north, conditions in the west akin to those in the east, and character 
in New York much the same as in the “provinces.” The soliciting 
letter, sent broadcast by some accountants, has not yet been barred 
by the postal authorities, and the mails reach everywhere. The 
proposition is, therefore, simple, direct, individual. 


WILL WE CO-OPERATE OR MUST WE INCORPORATE? 


Among the menaces which must be warded off through co- 
operation, competitive bidding perhaps holds the place of honor, 


= *An address delivered before the American Association of Public Accountants at 
the annual meeting, Seattle, Washington, Sept. 21, 1915. 
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heading the list, closely followed by competitive butting, counter- 
feiting, advertising and lack of moral responsibility. These are 
merely the leaders. 


COMPETITIVE BIDDING 


Who, at some time in the course of his journey, has not flirted 
with this fair damsel, only to find, after an expensive, nerve- 
racking, humiliating courtship, that she was already promised to 
another? And have you noticed how unpleasant such relation- 
ship usually proves and how often such alliances culminate in 
divorce? To most accountants, the ultimate outcome of the com- 
petitive audit is sufficient argument for not cultivating her 
acquaintance. There are those, however, who know more than 
Experience has learned from the ages; there are those who are 
holding the copper penny so close to their eyes that they cannot 
see the golden sun beyond. To those few we send this message 
of warning, couched in the only language they understand, that, 
as “many an inheritance is spent in the getting,” so eventually 
will be many a competitive audit fee if they continue to quarrel 
among themselves over the few audits of this nature, for “it 
means a cold winter when wolves eat wolves.” 


COMPETITIVE BUTTING 


Rather an undignified term—far more undignified procedure. 
In the parlance of the street it would be described as “butting in.” 
The field for constructive accounting work is virgin. Containing 
as it does the whole pulsating business world, it is bounded only 
by our own limitations. Why, then, should any one covet his 
neighbor’s clients? Why should any one spend energy striving 
to prevent one client from peacefully enjoying pleasant relations 
with one accountant? Why not all expand into the limitless do- 
main beyond? Thanks be! competitive butting is rapidly becom- 
ing as obsolete as the other customs of the dark ages. Further- 
more, to the very few who cling to it, this vicious practice will 
bring its own reward, and sooner or later the shortsighted indi- 
vidual persisting therein, bereft of business, self-respect and pub- 
lic confidence, will wake up some day to find the nurse holding 
his hand. 


COUNTERFEITING 


Imitating and counterfeiting are entirely different, for “coun- 
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terfeiting,” authorities say, “is imitating with a view to deceive 
or defraud.” Unrestrained interchange of ideas is of paramount 
importance, for, without inlet or outlet, water stagnates. We, as 
individuals, and our profession, as a body politic, will grow and 
develop fastest through interchange of ideas. However, even 
transfusion of life blood will not resuscitate a corpse, and the 
accountant who is not able to study an idea or a method of pro- 
cedure, broaden it, adapt it and assimilate it, had better leave it 
alone, rather than subject himself to internal pains and external 
mortification through attempting to swallow it whole. Success in 
our profession is based upon individuality, and the spectacle of one 
parading in only a cloak of borrowed ideas is as pitiful as it is 
unlikable. You have read of attempts to divert a mighty river, 
which have resulted in ruination of the property for the benefit of 
which the river was diverted, but you never heard of the river 
itself being harmed thereby. So it will be with the few members 
of our profession who resort to counterfeiting. 


ADVERTISING 


As well try to count the seconds in eternity as to enumerate the 
mediums for advertising. The hearty greeting, the pleasant fare- 
well, the everyday habits advertise. It is obvious that some forms 
of advertising are permissible, even essential, and by no means 
unethical. It is even conceivable for an accountant to partake of 
the benefits of a strictly advertising club for his own edification, 
and for the opportunity it offers him to help in the advancement 
of the community, and still retain his seat among the brethren. 
That view may be unorthodox, even heretical, and may subject 
the holder thereof to the fate of the good sister who was not al- 
lowed to sing in the Quaker church because her false teeth were 
said to render instrumental music.’ It is manifest that in a matter 
so elastic as this, each one must conscientiously decide for him- 
self. When, however, accountants, throughout the country, begin 
to out-shame Shameless Perkins, it is time we co-operate to eradi- 
cate the usage, or exterminate the users. The increasing preva- 
lence of advertisements of “open evenings” may bring down upon 
us one o'clock closing laws such as the saloons have. Since 
opinions vary as to what is ethical advertising and since we are 
blessed with state societies and with a national association, what 
is more logical and more just than that we each individually adopt 
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the code there fixed as our code? If it be, in our opinion, too lax 
or too severe, agitate within our own organization the desired 
change, but to the public let us be of a national mind so that the 
business men may know exactly what the guise of a certified public 
accountant is wherever he may be found, and not be confused 
with the many disguises now prevalent. 


LACK OF MORAL RESPONSIBILITY 


We may be very thankful that this menace is perhaps the least 
prevalent of those named, since it is the most heinous. If one of 
our transgressing brothers feels that he must injure another 
accountant’s reputation, pilfer his clients and playfully cut his 
throat, let the offender at least be square with his own clients. 
The former is suicide and is possibly justified, but the latter more 
nearly approaches homicide. While figures are the only universal 
language that has ever existed, it is probably the language really 
least understood by the business man. With such a condition 
prevailing, what a magnificent opportunity is presented to the 
accountant for—for what? For moral stamina; for being a 
square, conscientious, uninfluenced, broad-minded, unflinching, 
fair dealing, unshrinking, strong, manly man. No need to enumer- 
ate the temptations to misstate, nor the possibilities to clarify, the 
chances to shirk, nor the opportunities to serve. They are a part 
of every practising accountant’s daily life. The accountants who 
lack the true sense of moral responsibility are very few, but their 
power for evil is tremendous, and our profession cannot entirely 
come into its own until there is inoculated into the life blood 
of every member of our profession a firm sense of his moral 
responsibility. 


WILL WE ALL CO-OPERATE? 


Picture Timothy Cassidy sitting on the porch contentedly 
smoking. Suddenly he sees a crowd gather, he hears a loud noise, 
and he realizes that a glorious fight has started. He calls to his 
daughter, “Mary! Oh, Mary! run up the street quick and see 
whether that is a private fight or whether any one can get into it.” 
The maintaining of a clean, wholesome, dignified profession is not 
a private struggle for our neighbor to wage. Interests are too 
closely allied to permit of that, and whether we wish it or not it is 
of necessity our fight. Don’t belittle the harm done by our unpro- 
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fessional brother, be he big or small. To make an ultimate success, 
he personally has no chance. But remember! the worst wheel on 
the cart makes the most noise, attracts the most attention and 
depreciates the value of the cart as a whole. The weak brother, 
with his much noise, does more to formulate in the business man’s 
mind his idea of a public accountant than we are willing to admit. 
The harm that can eventually be done by the few unprofessional 
members of any profession is indicated by the recent warning of 
the president of two state bar associations in convention as- 
sembled, that the legal profession was losing the respect and 
honor, which it has had in the eyes of the world for centuries, 
because of the increasing activities of its few unscrupulous 
members. 


MUST WE INCORPORATE? 


So long as it is permissible for every one, irrespective of quali- 
fications, legally to practise in every state as a public accountant ; 
so long as we permit, within our own numbers, a few who lack 
the true understanding of the dignity of their calling; so long as 
we fail to draw the line of demarcation clear and distinct for the 
guidance of the business man, he has a very valid right to regard 
our calling as a commercialized business and our foundation cor- 
porate, rather than individual. He is too keen to be mystified by 
attempted two-fold character. Serenely encased in self-inflicted 
dignity, as professional men, some accountants bombard the busi- 
ness man with requests to buy in ways startling to the book agent 
and sewing machine vendor. This being done in the name of the 
accounting profession, the business man looks to the profession as 
a whole for relief, and should he fail to receive it, he will, in 
time, insist on being allowed to dicker for accounting services in 
job lots over the bargain counter. Should that day ever come, 
the profession must cease to exist, as such, and professional ethics 
give place to corporate methods. 


WILL WE CO-OPERATE? 


Of course we will! But how? 
First, co-operation within ourselves. 


“Look inward through the depths of thine own soul. 
How is it with thee? Art thou true and whole?” 
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“Be noble! And the nobleness, that lies in other men sleeping, 
but never dead, will rise in majesty to meet thine own.” 


A hunchback does not see his own hump. Let us therefore in 
sincerity and firmness first introspect, for within, all victories must 
first be won. “There is a victory and defeat—the first and best of 
victories, the lowest and worst of defeats—which each man gains 
or sustains at the hands, not of another but of himself.” 

Second, co-operation within our state societies. Our task 
seems Herculean for an individual, but dwarfs to small propor- 
tions when compared with the potential, co-operative power of a 
state society. Conditions are not bad, but a fire must be stamped 
out at its inception or it becomes wildfire. While charity forms 
a beautiful picture in a gilt frame, it should be regarded as a lost 
art when a state society is dealing with a chronic offender. An 
empty bag cannot stand upright, so why waste energy trying to 
prop it? One rotten apple only spoils the rest. We glory in 
meeting situations squarely and firmly in our daily work; let us 
not, therefore, in our state society affairs get behind the skirts of 
Miss Modesty and Miss Politeness. Occasionally the task in hand 
may be so strenuous as to render it unwise to have these two 
ladies even present. Our state societies have a very definite place 
in our lives. They have demonstrated their value, yes, their abso- 
lute necessity, and they justly call upon us all for whole-hearted 
support. Let us expurgate every state society in the land—with 
fire, if necessary—and, having done so, let us then contribute 
freely, frankly and unceasingly of thought and energy toward 
making our state societies the factors they have a right to be in 
their several states. 

Third, co-operation through our national association. Eco- 
nomically the world has within the last few decades begun to learn 
the full meaning of co-operation. Do we realize the power for 
constructive work, which we have in our American Association of 
Public Accountants? There were only one hundred and two 
people in the Mayflower party ; Columbus only had one hundred 
and twenty. Our association is accomplishing much and it is 
entirely rational to look forward to the time when, through the 
efforts of our association, only properly qualified accountants will 
be permitted by law to practice, when one who has proven traitor 
to his trust will be disbarred by law from further practice, and 
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when, above all, through a process of education, our profession 
will have reached its true place in the lives of those who practise 
it and in the mind of the business world. 

There is art, there is religion, there is joy, there is everything 
worth while in our calling, if we are big enough men to sound it. 
Therefore, with breadth of mind and bigness of heart, let us strive 
to maintain our profession, as a profession, by all co-operating all 
the time within our national association, our state societies, and 
ourselves. 
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“Capital and Income”—“ Capital and Revenue” 


By A. J. B. Scumopr, C. P. A. 


If recognized literature upon certain subjects is to be relied 
upon, many standard C. P. A. examination questions are, in their 
answers, subservient to more than one point of view. Therefore 
there is a possibility of difference of point of view between the 
examiner and the examined, both of whom may feel perfectly 
secure in their respective attitudes. 

In the preparation of this paper, it is not the intention to pre- 
sume to define a correct point of view, but rather to point out 
recognized points of view that possibly some common ground 
may be reached, and thereby promote a better understanding of an 
important subject. 

“Capital & Income,” and “Capital & Revenue,” are subjects 
of basic importance in all C. P. A. examinations, and are sub- 
servient to the points of view of the economist as well as those of 
accountancy, hence the resultant confusion in treating with the 
government on income tax matters as well as considering them in 
connection with C. P. A. examinations. 


CONSIDERATION OF CAPITAL 


As defined by E. S. Meade, “Capital is the sum of machinery 
and tools of production.” In this is carried out the ideas of various 
definitions of economists which can be summarized in the follow- 
ing words: “Capital is that portion of wealth set aside for produc- 
tion of more wealth.” 

This idea of capital is ably stated by a recent author in the 
following manner: 


Capital. The conception of capital is one of the most difficult and 
confusing in the whole science of economics. Just as in the case of 
wealth, most people’s idea of capital is a sum of money. Until recently, 
most economic writers used the word “Capital” to include not only money, 
but every thing we have called production goods. The fundamental idea 
in the word “Capital” if it be analyzed closely, seems to be this: A source 
of income. The Eskimo would call his canoe a part of his capital because 
he could attribute to its use in fishing a certain proportion of the day’s 
catch. This proportion might be measured by the amount of fish he 
could have obtained without the use of the canoe. If he could catch 
five fish without the canoe, and ten fish with it, the canoe might be 
regarded as the source of the income of five fish. Capital, therefore, has 
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economic importance only as a source of income, and its value is entirely 
proportionate to that income. 

hen men reached the stage of calculating income in dollars’ worth, 
instead of in specific commodities, then capital, the source of the income 
in dollars’ worth, began to be regarded as a sum value rather than as a 
machine or building, etc. Therefore, we might say that capital is an 
abstract concept of the value or dollars’ worth appertaining to the source 
of an income, whether such source is tangible or intangible. 

The merchant regards as his capital, his stock of goods, his store 
building and fixtures, because they are the source of his money income. If 
he were asked to make a statement as to his capital, he would sum up the 
values of his business in terms of dollars—Eart Dean Howarp, Modern 
Business, Vol. 5, Money & Banking. 


There is yet another conception of what capital really is which 
is ably phrased by Herbert G. Stockwell, C. P. A., in his book, 
“Net Worth and the Balance Sheet,” from which the following 
quotation is taken: 


The excess of assets over liabilities, constitutes the net worth or 
capital of an individual, firm or corporation for whose statement of 
financial conditions the balance sheet is prepared. In the economic 
sense of the word, capital means wealth, and in that sense, all of the 
assets to which the possessor has legal title constitute his wealth or capital 
regardless of his unpaid debts, even though these may have been incurred 
in the purchase of some or all of those assets. 

In the business sense, however, capital means the amount of one’s own 
capital or interest in the business as distinguished from capital borrowed 
from others, either directly as a loan or indirectly by means of purchases 
of equipment, material, or supplies for which payment has not been made. 
Thus, in order to find the net capital of any concern, the liabilities must 
be deducted from the assets, the remainder constituting the capital or net 
worth of the business. 

When the net profits of an individual sole owner of a business are 
ascertained, the amount is usually transferred directly to his capital 
account, which should at the end of every closing period, form the exact 
balance between his assets and his liabilities, and exhibit his net worth. 


C. E. Sprague, C. P. A., in his book, “The Accountancy of In- 
vestment,” says the following: 


1. Capital is that portion of wealth which is set aside for the produc- 
tion of additional wealth. The capital of a business, therefore, is the 
whole or a part of the assets of the business, and of course appears on 
the active or debit side of its balance sheet. This is the sense in which the 
word “Capital” is used in economics; but in bookkeeping the words 
“Capital Account” are often used in quite another sense to mean accounts 
on the credit or passive side, which denote proprietorship. To prevent 
confusion, I will avoid the use of this expression, capital account. 

5. Revenue. All investment is made with a view to revenue, which is 
the share of the earnings given for the use of capital. 


While upon this subject, it would be well to quote from the 
Report of the “Special Committee on Accounting Terminology” 
printed in the 1909 Year Book of the American Association of 
Public Accountants. They define as follows: 
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Capital. This term as used, is employed to express (1) The sum of 
the net assets of a business or undertaking, or that sum which remains 
after deducting the liabilities, from the assets of a business or undertaking. 
(2) Any principal sum (usually in cash, sometimes in property) con- 
tributed to an undertaking by a partner or individual for supplying the 
means to operate such undertaking. (3) The value or amount of interest 
any individual has invested in an undertaking, and (4) Any principal sum 
which is used or retained to produce an income or profit. 

Thus it will be seen that there is a difference in the accepted 
idea of economists and accountants as to the meaning of the term 
“Capital.” Capital is all embracing to the economist in that it in- 
cludes all the goods, wealth, chattels, lands, etc., which may be set 
aside for the production of more wealth or income. The account- 
ant, however, makes a distinction between positive capital or 
assets, and negative capital, or liabilities. Thus in the balance 
sheet, the accountant only recognizes as capital the difference be- 
tween positive capital and negative capital, as the actual capital or 
proprietorship. This capital, in the balance sheet, is increased or 
decreased from time to time by the addition of more capital (net 
income) or by the deduction of the net loss, if any. The increase 
or decrease of capital reflected in the balance sheet, made by an 
accountant, is the direct result of the effect of the ability of the 
human element in the field of economic endeavor. In other words, 
it is the recording of the management of capital and its increase 
commonly called income. 

The above can be more plainly illustrated by the following 
formulas: 

1. Assets = Proprietorship. 

This formula applies when the business is first started with 

certain good, or wealth to produce more wealth or income. 
2. Assets = Liabilities + Proprietorship. 

This formula applies when in addition to certain positive capi- 

tal, the business has also certain negative capital to deal with. 
3. Assets = Liabilities +- (Proprietorship + Income). 

This formula reflects the condition after certain income has 
been derived from the wise investment of capital. It will be 
plainly seen that the above formulas state in a consolidated man- 
ner the same facts as any Balance Sheet. 


CONSIDERATION OF INCOME 


As known by the economist, income is the net return to capital 
as a result of its wise investment, and as such is the measure of 
the human factor in the economic equation of endeavor. , 
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Economists have advanced varying definitions for income 
and revenue, and the following have been taken as fairly 
representative : 

Revenue: That portion of stock or wealth which the possessor may 
annually consume without injury to his permanent resources. It consists 
of rents of land, the wages of labor, and the profits of stocks. 

—Mattuvus, Definition in Political Economy. 

Again, Prof. H. R. Seager, of Columbia University, defines 

Income, in his book, “Introduction to Economics,” as follows: 


The net money return which is left and which we shall designate in 
the future as the money income, is the first object of the distribution 


process. 

Some modern economists, however, consider the subject of 
income further facetiously and state that “Income is something 
we all desire but few of us have.” 

The accountant, however, recognizes several degrees or grades 
of income, i.e., gross and net, in contradistinction to income as 
recognized by the economist, or in other words, the economist 
does not refine his income: to him it is all a net return to capital. 
The accountant also further classifies the gross and net income 
into various departmental income spheres, and by this process 
records the results of management of capital activities. In addi- 
tion, the accountant takes cognizance of the direct expenditures 
of capital for income producing purposes in the various depart- 
ments, and by such refinement and analysis of management, 
arrives at the causes and history of the actual net return or in- 
come to capital. 

By such refinement of management of capital activity, the 
accountant further amplifies the third equation previously set 
forth, and creates an equitable formula, according to the principles 
of mathematics, to the ultimate factor affecting the same. 


DISTINCTION BETWEEN CAPITAL OUTLAY AND REVENUE 
EXPENDITURE 


Capital expenditures as the term is used, are not expenditures 
in the true sense of the meaning of the word expenditure. They 
are merely transfers of one kind of capital for another kind of 
capital. 

The word expenditure means the paying out or the consump- 
tion of something, and when a capital expenditure is made, capi- 
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tal is not consumed but merely changed in its physical or tangible 
form. To put this in another way, there is no expenditure of 
capital until the actual capital itself is reduced, by unwise invest- 
ment failing to produce any income or increment to the original 
investment of capital. 

However, for convenience, the accepted usage of the term 
“Expenditure” in accounting terminology is hereinafter adhered 
to, and it is on this usage that the distinction between capital and 
revenue expenditures have been drawn. 


LITERATURE ON DISTINCTION BETWEEN CAPITAL OUTLAY AND 
REVENUE EXPENDITURE 


There are numerous authors that have written from time to 
time on the distinction under discussion. Many of these have 
been read and consulted and those following have been chosen as 
fairly representative of the different opinions advanced: 


Capital and Revenue. The distinction between capital expenditure and 
revenue expenditure is one of primary importance, as bearing upon the 
fundamental question of what profits have actually been made by an 
undertaking during any given period. But it is thought that much unneces- 
sary complication has been introduced in discussing this subject, and that, 
when these wholly irrelevant matters are brushed aside, the fundamental 
question will be found to be simplicity itself. 

Briefly stated, the question can in any event be answered by finding 
the answer to the following question: “Has the particular expenditure 
incurred in any individual case been incurred for the sake of improving 
the earning capacity of the undertaking?” If the answer to this question 
is in the affirmative, then, and to that extent, the expenditure in question 
is a capital expenditure. But if it has only had the effect of putting the 
earning capacity of the undertaking upon the same footing as that which 
had previously obtained (and which has since declined by the ordinary 
process of wear and tear, or the effluxion of time, in respect of which no 
provision has been made), it must be charged against revenue. The pre- 
cise meaning of this latter qualification is that the mere renewal of 
wasting assets, not otherwise provided for, cannot be called capital ex- 
penditure, but that any extension or the acquiring of fresh assets is in the 
nature of capital expenditure.—L. R. Dicxsee, American Edition. 


Mr. Greendlinger, of New York University, says the same 
thing in almost the identical language employed by Mr. Dicksee 
and his quotation is presented following: 


All one needs to bear in mind is that all expenditures that can be 
recorded as capital expenditures must be represented by actual assets. 
There never remains any thing to represent expenditures which have been 
incurred upon revenue account. Has the particular expenditure, incurred 
in any individual case, been for the sake of taewtan e earning capacity 
of the enterprise? If so, it is a charge against capital and should be 
classed as a capital expenditure. If, however, the result of the expendi- 
ture has been such as merely to put the earning capacity of the undertaking 
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on the same footing as before a decline—such decline being due to the 
ordinary wear and tear—then it must be charged against revenue. Not 
mere renewals, but only the extension or acquisition of new assets can 
be recorded as capital expenditures.—Lro GREENDLINGER, Modern Business, 
Accounting Theory and Practice. 


The Report of the Special Committee on Accounting Termin- 
ology above referred to, defines the terms under discussion in the 
following manner: 


Capital Expenditures. All sums expended for additions to or improve- 
ment of properties. 

Income. The gain which proceeds from property, labor or business. 
The remuneration derived from skill or labor. The proceeds of the 
property of an estate. 

Revenue Expenditures. Expenditures made in connection with the 
running expenses of the legitimate business of the firm or corporation 
concerned. (Am. Enc.) 

What is spent to earn a revenue.—Tirson, Theory. 

That which is made to conduct a business but by means of it, no 
permanent asset is acquired—Tuipson, Auditing. 

Whatever is expected to be consumed during the earning period should 
be charged to revenue.—COLe. 


Charles H. Langer, of the Walton School, voices the distinc- 
tion as follows: 


Expenditure and Expense. The distinction must be carefully noted 
between expenditure, which is the paying or engaging to pay money for 
something, and expense, which is limited to those expenditures which are 
part of the cost of carrying on a business. Buying a horse and buying 
hay are both expenditures. The horse is not an expense, but an investment 
of capital, in hopes that his use may result in profit. The hay is an 
expense, because it is a part of the cost of keeping the horse, and of 
making him capable of producing the profit. 

Capital expenditures are not only the original cost of a fixed asset, 
but also those which add a distinct value to an asset already owned. If 
this addition is an entirely new thing, the whole cost is chargeable as a 
capital expenditure, but if it is merely the substitution of a dearer for a 
cheaper thing, only the difference in cost should be so charged. 

The test to be applied is to determine whether actual, permanent value 
has been added to the fixed assets and how much the addition amounts to. 
While value has been added to the fixed assets, no value has been added 
to the business itself, but only a change in the form of the assets from 
money to property has been effected——. The thing which adds value to 
the business itself is revenue, which is any element in the operation of a 
pe which creates value for it, or, in other words, aids in making a 
proht. 


While on this topic, it might be well to quote from “Applied 
Theory of Accounts” by Paul-Joseph Esquerré, C. P. A., who in 
turn quotes from other writers who have been given authority by 
the publication of their works in the JouRNAL oF ACCOUNTANCY: 


Capital Expenditures. When subjected to a theoretic analysis, this 
term appears to apply to such expenses as in the aggregate represent the 
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cost of the increased earning capacity of the enterprise as a whole, or of 
particular parts thereof, which has been secured over the earning capacity 
known to exist before the said expenses were incurred. 

Revenue Expenditures. In contradistinction, these expenses are such 
as must be incurred in order that advantage may be taken of the earni 
capacity of the enterprise, or in order that such capacity may be naieneee 
at the required standard——. 


Writing on the subject of “The Accounting of Industrial 
Enterprises,” William M. Lybrand, C. P. A., says: 


With respect to items which may properly be considered as capital 
expenditures, it has been suggested as a working basis that no addition 
should be made to the property accounts unless it can be clearly shown 
that they have increased the earning capacity of the plant and the resulting 
increase in earning capacity were occasioned only by actual extensions or 
additions of property which had never before existed. But such is not 
the case. In every progressive manufacturing concern alterations or 
additions to the plant are constantly being made for the purpose of 
simplifying the manufacturing processes, and thereby increasing the out- 
put with the same expenditure for labor and materials, or in order to 
decrease those operating charges which are in the nature of overhead 
expenses required to be taken up in the cost of the product. As no 
alteration or addition to the plant is probably ever undertaken except for 
the purpose of increasing the earning capacity thereof, directly or in- 
directly, the literal application of the rule referred to is not possible, and 
it will be necessary to consider the nature of the various alterations, 
improvements, and additions, before an intelligent decision can be made 
as to their ultimate disposition. 


In the JouRNAL oF AccouNTANCY of November, 1906, John P. 
Herr says on the same subject: 


One of the most difficult things with which the Accountant has to deal 
is the question of capital expenditures——. As capital expenditures are 
generally handled at the present time, a manager who has interest in the 
profits——may cover up shrinkages in the net earnings, losses by bad 
management, and defalcations, and make it practically impossible for the 
Accountant——tto determine whether the charges are for bona fide better- 
ments or not——. We find in one work cn accounting a statement that 
when in doubt as to whether an expenditure is a capital expenditure or 
chargeable against revenue, the amount should be charged against capital, 
the reason being given that if it is “afterwards” determined that the 
expenditures were for repairs it is easy to get them out of capital into 
revenue, while it is extremely difficult without much explanation and on 
proper authority to take items out of revenue and place them into capital. 
The adoption of such a policy by accountants will add to the already great 
a - this direction and tend toward the lowering of professional 
standards. 


CONCLUSIONS DRAWN FROM AUTHORS QUOTED 


From the above quotations from the various authors, the 
conclusion is naturally drawn that there are several distinct 
accounting tests commonly accepted, as to whether an expendi- 
ture is chargeable to capital or revenue accounts. 


289 








The Journal of Accountancy 


Briefly enumerated these tests are as follows: 

Test 1. Does the expenditure increase the capacity or earn- 
ing power of the plant or undertaking; if so 
charge to a capital or asset account; if not, 
charge to revenue. 

Test 2. Is the expenditure in the nature of repairs or does 
it really add to the value of the plant as an in- 
come producing good; if the first, it should be 
charged to revenue, and if the latter it is per- 
missible to capitalize the expenditure. 

Test 3. Is the expenditure applicable to the cost of pro- 
ducing the revenue or income for this period or 
is it in the nature of a prepaid expense, the bene- 
fit of which will not be reaped in the income until 
some subsequent period. If the latter, that pro- 
portion of the expenditure applicable to such, can 
be capitalized until such time as it has served its 
purpose. 

Test 4. Is the expenditure in the nature of the renewal or 
replacement of an asset owned and depreciated 
in value as an income producing factor of capi- 
tal or is it an addition to the income producing 
capital assets. If it falls in the latter category of 
outlays, it becomes an addition or betterment and 
is a permissible charge to capital accounts. 
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Contractual Relations Between Clients and 
Accountants 
By Hersert M. Temp e, C. P. A. 


It is not enough for the public accountant to know that the 
financial results of an engagement have been favorable or unfavor- 
able ; it is essential to the future progress of accounting as a pro- 
fession that both parties to the engagement know that a real 
service has been rendered. This knowledge secures to the service 
the appreciative support of the client, and incites in the account- 
ant the desire to hold this favorable approval of his professional 
service. 

A brief discussion of accounting contractual relations should 
prove of value to those in accounting practice, and may be of 
interest to clients in demonstrating to them that the underlying 
desire of the profession is the development of the highest possible 
degree of service. Strictly considered, an accounting contract 
implies an agreement between two or more persons, one of whom 
is to render a service for an agreed consideration. The contract 
may be oral or written, the usual contract taking the form of a 
letter of proposal and a letter of acceptance. Some accounting 
firms to retain their clients from year to year, are reported as 
making service concessions to the signing of a formal written 
contract. Such practice is frowned upon by the better class of 
practitioners, on the theory that satisfactory service is properly 
rewarded without concession or compromise. It may be sug- 
gested in this connection, that the client should be as free to form 
and express his opinion of the accountant’s service, as the ac- 
countant, who is paid for an opinion of the client’s financial 
affairs. Restrictive contract relations are clearly not productive 
of the best of results, either to the client or to the accountant’s 
service. 

The usual and accepted classification of the accountant’s 
contract relations with the client are: 


1—“Taking on” the service, 

2—Execution of the service, 

3—Delivery of the service. 
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Many of the larger accounting firms fully recognize this 
classification in the arrangement of their organizations. Account- 
ants with a limited range of practice cannot mature the full classi- 
fication in their organization, and the individual practicing ac- 
countant and the amateur practitioners are required to personally 
undertake and perform all phases of service relations. 

A brief discussion of the classifications may prove of interest. 


“TAKING ON” THE SERVICE 


It may be accepted for the purpose of discussion, that the 
service offered by the accountant relates to demonstrating certain 
facts or conclusions from the financial records of the client. 
Therefore, the representations made by the accountant with re- 
gard to his service, become a part of the contract of service, and 
the methods to be employed to reach the desired result and the 
expense of the undertaking naturally interest the client. Vague 
and indefinite explanations by the accountant in response to per- 
fectly natural enquiries by the client, do not add confidence to 
the client’s opinion of accountancy as a profession. First impres- 
sions are generally accepted as very lasting and uncertain man- 
nerisms and obscure use of language by the accountant raises a 
doubt in the mind of the client, as to the actual value of the pro- 
posed service and incites a desire of limitation of contract and 
expense. When this point is reached in the discussion, the client 
usually endeavors to enforce the round sum fee for the service, 
and it is logical that he should desire this sense of limitation. 
Thus, the accountant or the amateur not being quite sure of his 
position, but feeling assured that the experience will add to his 
limited knowledge of the business, usually states a price so low 
that the price and not the value of the service impresses the client. 
Therefore, in nine of such instances out of every ten, there is 
generated in the mind of the client, an undesirable opinion of 
professional accounting, an opinion which may only be overcome, 
if at all, with great difficulty. 

An impersonal demonstration of service values, inspires con- 
fidence and promptly leads to an expression of desire for the 
service by the client, and thereby promptly effects a meeting of 
the minds as to the details and financial considerations. The care 
and diligence exercised in the demonstration preliminary to the 
taking on of the service, is not without its good influence on the 
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remaining functions of service. Particularly is this true in de- 
livering the results and the details to the client. Unconsciously, 
this preliminary consideration of an engagement leads to the 
development of a definite program for the service, and thus de- 
fines the real basis of the contract. Without going into details of 
any particular case, it may be accepted that this program or agree- 
ment may be readily reduced to writing and a copy sent to the 
client for his approval, and acceptance, and a copy retained for 
the office files. 

Upon acceptance by the client of the proposed program, it 
becomes the formula for the execution as well as for the delivery 
of the service. The active responsibility of the accountant com- 
mences with the acceptance of the service agreement, and does 
not terminate until a proper report of the service is in the posses- 
sion of the client. However, some clients have the unfortunate 
experience of being compelled to observe that they and not the 
accountant, assume a depressing responsibility at the time of the 
acceptance of the agreement. There can be no objection to the 
thought that the client should never be made to feel the burden 
of a depressing contract relation. 


EXECUTION OF THE SERVICE 


The assignment of men for the service, is the next important 
process, and while personality should be kept in the background, 
it is important to assign only those who are well grounded in an 
appreciation of their responsibility to the profession, and a full 
and complete working knowledge of their attitude to the client’s 
requirements. The drilling sometimes necessary to create in the 
field accountant a proper attitude to the client’s requirements, is 
an overhead expense of which a well served client knows nothing, 
and cares less, as he expects and pays for the best of service. 
Stimulating a proper point of view in the average staff man with 
respect to his service, is a detail that some offices unfortunately 
give little or no consideration. This is important to an eco- 
nomical use of the client’s paid-for time. The client has expressed 
his requirements in the original conference, and this point of view 
has been agreed upon in the final contract. Therefore, the client 
should not be made to pay for the production of imagined require- 
ments. While the original requirements may be subject to a 
change during the process of the execution of the service, all the 
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details which impel the change should be instantly reported to 
-the supervision of the service, that proper representations may 
be made to the client, and thereby secure a logical modification of 
the original agreement. Some accountants have been known to 
fail in this important detail of execution, and as a result have 
experienced grief in the collection of their fee. As this discus- 
sion does not contemplate a consideration of practice, no reference 
need be made to the details or methods employed in reporting the 
progress of service as between the accountant in the field and his 
home office, except to possibly suggest that as an earnest of the 
progress of the service, the home office should in special instances, 
advise the client from time to time of the progress of the service, 
and if desired, the amount of time consumed on specific portions 
of the agreed service. 

During the process of the execution of the service, the atti- 
tude of the field accountants toward the client’s business and his 
staff has much to do with inspiring in the client a spirit of confi- 
dence in the results of the engagement. Field accountants who 
are not quite sure of their knowledge of accounting principles 
and practice manifest their ignorance to the client and his staff 
by many petty and annoying mannerisms which are adopted for 
the purpose of concealing a lack of knowledge of the require- 
ments of their service, or for the purpose of expressing supposed 
superior degrees of knowledge. These mannerisms are shams 
and therefore afford no concealment, and serve to intensify the 
absence of appreciation of responsibility. The field accountant 
should at all times be honest with himself, and as a result, he will 
be honest with the client, and the client will observe and appre- 
ciate this sense of real honesty. 

The sense of honesty expected from field accountants is ably 
discussed from the angle of honesty to his direct employer by 
Robert H. Montgomery in his valuable work, “Auditing, Theory 
and Practice,” as follows: 

The clerk’s attitude toward the client and the client’s staff should be 
that of friendly interest; friendly because the relations are close and 
confidential and an attitude of utter indifference is not understood nor 
appreciated by the client. Obviously, the clerk should not become so 
friendly with the client’s staff that suspicion may arise as to his ability 
or willingness to criticize those of the staff who may require it. 

If the clerk cherishes the hope that in time he will set up for himself, 
he should never allow himself to speculate on the chances of securing for 


clients in the future those upon whose accounts he is working. Simple 
loyalty and honesty to his employer should drive such thoughts out of his 
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head; but for those who may not appreciate these qualities, and who 
therefore do not deserve them, it should be said that no successful 
practice has ever been built on such a foundation. Clients so gained 
expect to pay less and are more exacting; they usually have demanded 
certificates and reports which were not warranted by the facts, and 
they expect to find the younger Auditor more complaisant. 


DELIVERY OF THE SERVICE 


Specific or general information of financial relations as con- 
tained in business records are more or less obscure to the lay 
mind—therefore, the field service examines the business records, 
and from the explanation and details produces the basis of the 
report. The report of the service develops the desired informa- 
tion in condensed form. Hence it may be accepted that financial 
records contain information, the field service facilitates its com- 
prehension, and the report extends definite knowledge with re- 
spect to desired information. Accordingly, to the accountant, 
the report is the visible and lasting evidence of the execution of 
the service and to the client it is a tangible record of the comple- 
tion of the contract. The analysis of the contractual relation 
logically suggests the thought that in the preparation of the 
report, the development of information should be confined to the 
requirements of the original engagement, that is to say—if the 
engagement related to the development of credit information, the 
report should conform to that requirement, or if the employment 
related to verifications of a special nature, no effort should be 
made to develop anything beyond the special requirements of the 
engagement. Many engagements are general in their nature, and 
permit of latitude in the preparation of the report, but the prime 
or main purpose expressed by the client at the time of “taking 
on” should be made the feature, and such generalities as are con- 
sistent may be developed as secondary information. 

With some accountants and many amateur practitioners, the 
absence of definite or prescribed modes in the arrangement of the 
developed information, permits of the delivery of reports that fail 
to convey a correct understanding of well determined facts. 
Whether this is due to a lack of appreciation of what a report 
should contain, or a failure to place a proper valuation upon the 
scientific character of their service, can only be determined from 
their attitude to the subject matter. This condition, while unfor- 
tunate in some of its bearings, is responsive to correction, as any 
branch of knowledge of which the subject is ultimate principles 
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or facts, is responsive to arrangement in a natural order, and the 
more natural and simple the arrangement, the more forceful the 
expression becomes to the lay mind. Much could be said with 
respect to arrangement of facts and figures in a report, so as to 
develop a convincing and impersonal narrative of financial mat- 
ters, but suffice to say that much real progress is being made in 
this direction. 

Mr. Robert H. Montgomery in his latest work on Auditing, 
pays a well deserved tribute to this sense of progress. 

Our profession now includes a large number of practitioners who are 
more interested in doing good work than in collecting large fees, or in 
building up what is known as a “large volume of business.” They have 
the reward which accrues to those who follow the highest ideals, in 
addition to the pecuniary compensation which also accrues to the profes- 


sional man who steadfastly adheres to the ethics of his profession and 
maintains high standards irrespective of present results. 


In brief, and in conclusion, it may be suggested that the real 
and important portion of the contractual relation to the client is 
the report of service, and to its preparation every diligence should 
be exercised to make it of the greatest possible value, consistent 
to the requirements of the engagement. 
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EDITORIAL 
The Convention Papers 


The papers presented at the Seattle Meeting of the Ameri- 
can Association of Public Accountants, which are published in 
this issue, will we are sure be widely read. Of the four papers 
two dealt with questions of professional ethics and two with 
questions of practice. 

The papers on “Some Phases of Professional Ethics” and 
“Shall We Co-operate or Must We Incorporate” are interesting 
as containing an exposition of the views of two Pacific Coast 
practitioners and it is interesting to note the divergence of opinion 
between them. The author of the first-named paper makes a 
frank plea for the exemption of the younger members of the 
profession from some of the limitations which those who have 
become the leaders of the profession have placed upon them- 
selves as a result of their experience. It may be questioned ° 
whether the author in his generous enthusiasm has not conceded 
too much to the necessity of living and has sufficiently empha- 
sized the distinction between a business and a profession and the 
methods which may properly be employed in each. 

Turning to the papers dealing with the questions of practice, 
advantage was happily taken of a meeting in a city which has a 
modern and highly effective system of city accounting to secure 
a paper dealing with its practical operation by a city official thor- 
oughly acquainted with its every detail. The growing body of 
students of municipal accounting will undoubtedly welcome the 
paper on “Municipal Accounting and Its Relation to Govern- 
ment.” In passing, however, while we recognize the simplicity, 
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we question the effectiveness, of the method employed for dealing 
with depreciation of city property, namely—by securing an an- 
nual inventory from each official having city property under his 
control and adjusting the capital surplus of the city to the extent 
of the increase or decrease in the annual inventory. We should 
also have been glad to see a fuller recognition of the usefulness 
of the annual budget as a means of controlling expenditures and 
indicating the character and financial results of the governmental 
policy. 

The paper on “Qualification in Certificates” is particularly 
timely in view of the growth of the demand for certified state- 
ments which has undoubtedly been accelerated by the passage of 
the Federal Reserve Act. In the past there has been a wide di- 
versity in the ideas of bankers and other laymen as to the proper 
limits of accountants’ duties and responsibilities, some being in- 
clined to hold the accountant to an impossibly high standard of 
responsibility while others have regarded his functions as of a 
clerical nature and not extending to what they were pleased to 
call questions of corporate policy. The same is doubtless true 
also of accountants, some of whom have taken an unduly narrow 
view of their responsibilities whilst others have perhaps gone 
too far in their attempts to dictate to clients. The paper recog- 
nizes the fundamental fact that the primary responsibility for 
the accounts rests on the client and indicates how by proper 
explanations or qualifications in the certificate this fact can be 
given recognition with the proper discharge of the auditor’s 
functions. We could wish that the paper had been broadened in 
its scope so as to deal with the certificate rather than with the 
qualifications in certificates only. This would have afforded the 
author an opportunity of discussing the objections to certifying 
average figures over a term of years without giving the figures 
for the individual years, and many similar questions. Had the 
time available for the discussion of the papers been greater some 
of these points might have been developed in discussion even 
though they did not come within the scope of the original paper. 
In the absence of such opportunity we should welcome discussion 
in our columns of these questions which are of fundamental 
interest to every member of the profession. 
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Editorial 


Proposed Budget System for New York State 


It is somewhat remarkable that the many and almost obvious 
advantages of a budget system, such as has been in use in other 
countries for years, does not appeal more strongly to the Ameri- 
can mind, which is supposed to be practical above all else. The 
budget system has not been without its friends in recent years, and 
when history is written President Taft will be given greater credit 
for his pioneer work in favor of a budget system for the United 
States Government than was apparent in the number of votes cast 
for his re-election three years ago. 

That the United States needs a budget system is conceded by 
every intelligent thinker upon the subject and were the members 
of Congress more responsive to the intelligent business sentiment 
of the country they would not have pigeonholed President Taft’s 
recommendations for legislation necessary to the installation of a 
budget system. Although more than three years have elapsed 
since President Taft’s budget message was submitted to Congress, 
the following quotation from it is still applicable: “so long as the 
method at present prescribed obtains, neither the Congress nor 
the country can have laid before it a definite understandable pro- 
gram of business, or of governmental work to be financed; nor 
can it have a well-defined, clearly expressed financial program 
to be followed; nor can either the Congress or the Executive get 
before the country the proposals of each in such manner as to 
locate responsibility for plans submitted or for results.” 

As compared with the inaction of the National Congress, it is 
interesting to note that the matter of providing budget systems 
is receiving more favorable consideration at the hands of the 
State governments. The Ohio budget is a notable instance of a 
budget in actual operation and the recent Constitutional Conven- 
tion, called to revise the Constitution of the State of New York, 
has incorporated a budget plan as a part of its recommendations 
which, if approved by the voters at the coming November elec- 
tion, will become a part of the fundamental law of the State. 
Although relating to the State of New York directly, the pro- 
posed plan has a broader interest and we are, therefore, printing 
below the budget section of the proposed constitution. 

As a method of business procedure, a budget plan is so essen- 
tial that it is difficult to understand why any voter should oppose 
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it. The fact remains, however, that some will do so but, whether 
the plan is adopted or rejected, the fight for better business 
methods in governmental affairs must go on. In any event, it is 
encouraging that a constitutional convention, composed of many 
men of exceptional ability and presided over by so able and ex- 
perienced a statesman as Elihu Root, should without party division 
and by an overwhelming vote incorporate a budget provision in 
the form of constitution it recommends for adoption by the State 
of New York. 


Budget Section of Proposed New York State Constitution 


Section 1. On or before the fifteenth day of November in the year 
one thousand nine hundred and sixteen and in each year thereafter the 
head of each department of the state government except the legislature and 
judiciary, shall submit to the governor itemized estimates of appropriations 
to meet the financial needs of such department, including a statement in 
detail of all moneys for which any general or special appropriation is 
desired at the ensuing session of the legislature, classified according to 
relative importance and in such form and with such explanation as the 
governor may require. 

The governor, after public hearing thereon, at which he may require 
the attendance of heads of departments and their subordinates, shall revise 
such estimates according to his judgment. 

Itemized estimates of the financial needs of the legislature certified by 
the presiding officer of each house and of the judiciary certified by the 
comptroller shall be transmitted to the governor before the fifteenth day of 
January next succeeding for inclusion in the budget without revision but 
with such recommendation as he may think proper. 

On or before the first day of February next succeeding he shall submit 
to the legislature a budget containing a complete plan of proposed expendi- 
tures and estimated revenues. It shall contain all the estimates so revised 
or certified and shall be accompanied by a bill or bills for all proposed 
appropriations and reappropriations, clearly itemized; it shall show the 
estimated revenues for the ensuing fiscal year and the estimated surplus 
or deficit of revenues at the end of the current fiscal year together with the 
measures of taxation, if any, which the governor may propose for the 
increase of the revenues. It shall be accompanied by a statement of the 
current assets, liabilities, reserves and surplus or deficit of the state; state- 
ments of the debts and funds of the state; an estimate of its financial 
condition as of the beginning and end of the ensuing fiscal year; and a 
statement of revenues and expenditures for the two fiscal years next 
preceding said year, in form suitable for comparison. The governor may, 
before final action by the legislature thereon, amend or supplement the 
budget. 

copy of the budget and of any amendments or additions thereto. shall 
be forthwith transmitted by the governor to the comptroller. 

The governor and the heads of such departments shall have the right, 
and it shall be their duty when requested by either house of the legislature, 
to appear and be heard in respect to the budget during the consideration 
thereof, and to answer inquiries relevant thereto. The procedure for such 
appearance and inquiries shall be provided by law. The legislature may 
not alter an appropriation bill submitted by the governor except to strike 
out or reduce items therein; but this provision shall not apply to items for 
the legislature or judiciary. Such a bill when passed by both houses shall 
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be a law immediately without further action by the governor, except that 
appropriations for the legislature and judiciary shall be subject to his ap- 
proval as provided in section nine of article four. 

Neither house shall consider further appropriations until the appropria- 
tion bills proposed by the governor shall have been finally acted on by 
both houses; nor shall such further appropriations be then made except by 
separate bills each for a single work or object, which bills shall be subject 
to the governor’s approval as provided in section nine of article four. 
Nothing herein contained shall be construed to prevent the governor from 
recommending that one or more of his proposed bills be passed in advance 
of the others to supply the immediate needs of government. 
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Annual Meeting 


The regular annual meeting of the American Association of Public 
Accountants was held at the New Washington hotel, Seattle, Washington, 
September 21, 22 and 23, 1915. 

On account of the great distance from eastern cities there was a com- 
paratively small attendance of members from the larger centers, but nearly 
every state was represented, and the societies on the Pacific coast sent full 
delegations as well as many visitors. 

The association was the guest of the Washington Society of Certified 
Public Accountants, by whom an elaborate and delightful programme of 
events was arranged and carried out with complete success. 

On Monday, September 20th, the regular annual meeting of the board 
of trustees was held. Reports were submitted by officers, state societies 
and committees and ordered printed in the year book. 

The following new members were elected on the recommendation of 
the committee on membership: 


Iowa Society of C. P. A.’s. 
Fellows: 

H. N. Holdsworth, C. P. A. 
George Shillinglaw, C. P. A. 
Edwin G. Prouty, C. P. A. 
Fritz Becker, C. P. A. 
E. C. Worthington, C. P. A. 
P. L. Billings, C. P. A. 
J. E. Cole, C. P.A. 
C. A. Mast, C. P. A. 
J. W. Peisen, C. P. A. 
C. E. Welch, C. P. A. 
A. H. Hammarstrom, C. P. A. 
William Guthrie, C. P. A. 


California State Society of C.P. A.’s. 
Fellows: 
W. R. Kilroe, C. P. A. 
Walter C. Wright, C. P. A. 
S. S. Barnard, C. P. A. 


Connecticut Society of C. P. A.’s. 
Associate : 
Herbert F. Seward, C. P. A. 


Kentucky Society of C. P. A.’s. 
Fellows: 
J. C. Mahon (advanced from associate) 
A. J. Wrege (advanced from associate) 
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Louisiana Society of C. P. A.’s. 
Fellow: 
E. H. Overby, C. P. A. (advanced from associate) 


C.P.A.’s of Massachusetts, Inc. 
Fellows: 
W. Chester Gray, C. P. A. (advanced from associate) 
Frank L. Willis, C. P. A. 


Michigan Association of C. P. A.’s. 
Fellows: 
C. Earl Neff, C. P. A. 
William C. Rowland, C. P. A. 


Minnesota Society of P. A.’s. 
Fellow: 
Herbert D. Taylor, C. P. A. (advanced from associate) 


New York State Society of C. P. A.’s. 
Fellows: 
Louis C. Gerry, C. P. A. 
Maurice Goldberg, C. P. A. 
Henry Homes, C. P. A. 
Leslie E. Palmer, C. P. A. 
Alfred W. Vine, C. P. A. 
Edward A. McAllister, C. P. A. (advanced from associate) 


Ohio Society of C. P. A.’s. 
Fellows: 
F. C. Brubaker, C. P. A. 
John D. Cherrington, C. P. A. 
Ernst Arthur Roden, C. P. A. 
R. J. Beaman, C. P. A. (advanced from associate) 


Oregon Society of C. P. A.’s. 
Fellows: 
William Stirling, C. P. A. 
Kenneth Robertson, C. P. A. 


Pennsylvania Institute of C.P.A.’s. 
Fellows: 
I. Russell Bush, C. P. A. 
Edward J. McGrath, C. P. A. 
Howard K. Strickler, C. P. A. 
Ernest Smith, C. P. A. 


Virginia Society of P. A.’s, Inc. 
Fellows: 
Fred B. Hill, C. P. A. (advanced from associate) 
J. A. D. Parrish, C. P. A. (advanced from associate) 


303 








The Journal of Accountancy 


The report of the trustees showed that the membership of the associa- 
tion was 1,050 as against 1,074 in the year preceding. 

The treasurer’s report showed a balance on hand at September 1, 1915, 
of $9,918.07, compared with $6,528.97 on September 11, 1914. 

The report of the committee on budget showed estimated revenues for 
the current fiscal year of $12,200 and called for appropriations of $9,940. 

Certain amendments to the constitution and by-laws were recom- 
mended by the committee on constitution and by-laws and unanimously 
adopted by the convention. The amendments affect article 4, section 4 of 
the constitution, by increasing the number of standing committees to 
thirteen by including among the standing committees the committees on 

professional ethics and general relations. 

Article 2, section 9, of the constitution is amended to read: 

“Every application for membership in this association made by a con- 
stituent society on behalf of a person resident in another state or district 
where a state or district society is established and of which society said 
applicant is not a member, shall be submitted to such state or district 
society for approval and report thereon. In the event of said state or 
district society expressing its disapproval it shall require the affirmative 
vote of three-fourths of all members of the board of trustees present at 
any regular or special meeting to elect such applicant to membership. 
When a state or district society shall fail to signify its disapproval within 
thirty days after notification from this association, such failure shall be 
construed as consent to the admission of applicant.” 

The by-laws, article I, were amended by including definitions of the 
duties of the committees on professional ethics and general relations. 

The opening session of the convention took place on September 21st. 
The delegates were welcomed by H. C. Gill, the mayor of Seattle, and by 
Alfred Lister, C. P. A. 

The response was made by President Joplin. 

Reports referred by the trustees were then considered. 

The report of the committee on accounting terminology was approved. 

Certain suggestions contained in the president’s report relative to the 
appointment of a special committee to consider the question of professional 
control of the accounting profession were unanimously adopted. 

Other committee reports were approved for publication in the year book. 

A paper on the Accounting and Auditing in the Far East of China, was 
read by Emil S. Fischer of Tientsin. 

In the afternoon the delegates were driven around the boulevards, and 
in the evening three papers were read. 

The first by John F. Forbes, of San Franciscc, on Some Phases of 
Professional Ethics was discussed by E. J. Miner, of Seattle, and others. 

The second paper was by W. D. Whitcomb, of Portland, Oregon, and 
was entitled Will We Co-operate or Must We Incorporate? The discus- 
sion was opened by Herbert E. Smith, of Seattle. 

The third paper was by George O. May, of New York, on Qualifications 
in Certificates. The discussion was opened by C. A. Mackenzie. 

The ladies were entertained at a theatre party the same evening. 
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On Wednesday the convention assembled in business session and con- 
sidered the invitations which had been received from several cities to 
hold the next annual meeting therein. New York and Cincinnati were the 
only cities receiving any vote. By a large majority it was decided that 
the next convention be held in New York at the invitation of the New 
York State Society of Certified Public Accountants. 

The election of officers resulted as follows: 


President, J. Porter Joplin; 
Treasurer, Carl H. Nau; 
Trustees for three years: 
W. Sanders Davies, 
John F. Forbes, 
J. E. Sterrett; 
Auditors, George Wilkinson, 
Arthur B. Sinclair. 


After the election of officers H. W. Carroll, city comptroller of Seattle, 
read a paper on Municipal Accounting and Its Relationship to Government. 
The discussion was opened by George T. Klink. 

In the afternoon the delegates were taken to Madison Park and thence 
for a steamer trip on Lake Washington. 

At 8:00 p. m. the association held a joint meeting with the Dominion 
Association of Chartered Accountants. A large deputation from the 
Dominion of Canada was present and the meeting was of pecu iar interest 
and importance. A paper by George Edwards, of Toronto, reviewed the 
history of accountancy in Canada. The history of the profession in the 
United States was reviewed by J. Edward Masters, of Boston. 

After the reading of these papers the delegates listened to a paper on 
the Totem Indians of Alaska. The lecture was followed by an informal 
dance. 

On Thursday the delegates left Seattle in the morning and proceeded 
by steamer to Bainbridge Island, which was open to the delegates by 
courtesy of the Seattle Yacht Club. The concluding meeting of the asso- 
ciation was held on Bainbridge Island when votes of thanks to the 
Washington society were adopted and expressions of appreciation were 
extended to the press of Seattle, which had shown exceptional courtesies 
during the convention. 

A meeting of the board of trustees was held on the steamer when A. P. 
Richardson was elected executive secretary and the following were elected 
members of the executive committee: 


W. Sanders Davies; 

R. H. Montgomery ; 

E. W. Sells; 

J. E. Sterrett ; 

W. F. Weiss. 

The annual banquet of the association was held at the Hotel Washing- 

ton at 7:30 in the evening; the toastmaster was R. D. White, of Seattle, 
and speeches were made by the following: 


305 











The Journal of Accountancy 


Dr. Henry Suzzallo, president of the University of Washington; O. J. 
Godfrey, president of the Dominion Association of Chartered Accountants ; 
Judge Richard A. Ballinger; J. Lee Nicholson; Carl H. Nau; H. G. 
Stockwell, and President J. Porter Joplin. 

On Friday and Saturday many of the delegates visited Portland, where 
they were entertained by the Oregon State Society of Certified Public 
Accountants. 

On Tuesday, September 28th, a special meeting of the association was 
held at the Panama-Pacific International Exposition. A large delegation 
attended the meeting and was welcomed by the Exposition Commission. 
Addresses were delivered by President J. Porter Joplin and John F. Forbes. 























Income Tax Department 


Epitep sy Joun B. Niven, C. P. A. 


The report of the committee of the National Tax Association on the 
federal income tax referred to in these pages last month calls for more 
detailed comment than the passing reference which was then given to it. 

Especially is this so with regard to the modification of the present 
provision of the law for collection of the tax at the source and the 
remedy advanced in place thereof, which is the only one of the recom- 
mendations requiring a fundamental change in the law itself. Besides 
dealing exhaustively with the experience gained since the inception of 
the law by those upon whom the duty of collecting at the source devolves 
—principally corporations and their paying or fiscal agents—which ex- 
perience shows that the excessive cost of collection (10% to 20% of the 
tax collected) is so burdensome that some modification is necessary—the 
report points to other shortcomings which can be laid against the present 
system of collection. In particular it refers to the case of coupon or 
registered bonds of corporations containing a so-called “tax-free” covenant 
where the committee maintains that the government is wrongfully enriched 
at the expense of the corporation because of the defects of the present 
system which are in the committee’s opinion inherent and insurmountable. 

The remedy is contained in the second of the specific recommendations 
of the report and may be briefly stated as the introduction of the system 
generally known as “information at the source.” The committee elaborates 
on the recommendation in the following terms: 


A SYSTEM OF INFORMATION AT THE SOURCE SHOULD BE INTRODUCED 


“Under the present system of collection at the source the bureau of 
internal revenue has no means of accurately checking the returns of 
taxpayers except by assembling the multitude of ownership certificates, 
arranging them under the names of the respective signers and adding up 
the total of income reported and exemptions claimed by each. Unless this 
be done the bureau must rely not only on the honesty of the taxpayer but 
on his intelligence and care as well. Many persons signing ownership 
certificates keep no record of the exemptions theretofore claimed on other 
certificates during the year, many are uncertain as to the effect of claiming 
exemption on the certificates, and others are careless and unsystematic. 
Undoubtedly excessive claims for exemption are frequently made with no 
intent to defraud the government. The complicated arrangement of the 
annual return of individuals makes it not unlikely that amounts of income 
on which exemption was claimed are often placed in column A, resulting 
in a further possible loss to the government. 

“The only means of guarding against the potential losses referred to 
in the preceding paragraph lie in the diligence with which the bureau 
of internal revenue collects and assembles the ownership certificates. 

“After the collection and indexing of the certificates has been com- 
pleted it is of little practical importance whether the amounts thereon stated 
represent merely income from various sources or income from which the 
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tax has been deducted. In either case the government has the same 
definite information concerning the income of the taxpayer and the same 
power to enforce payment of the tax. If the ownership certificates indicate 
the taxable liability of the signer, why should not the government proceed 
by direct means to collect the tax from the taxpayer instead of using 
the present indirect means which place additional expense upon certain 
classes of citizens and result in unfair discrimination? 

“Your committee recommends a system of information at the source 
which will require the recipient of income to give the payer once each 
year, or at the time of payment, a receipt in such form as may be pre- 
scribed by the treasury department. Such receipts should be forwarded 
by the payer to the local collector as ownership certificates now are. The 
payer should be required to make oath that he has obtained and filed 
receipts for all payments of income of the kinds enumerated in the act. 
Penalties should be prescribed for attempts to evade the law or the 
obligations placed by it upon payers and recipients of income. Your com- 
mittee further urges that a reasonable compensation be paid to the payer 
of income, based upon the number of receipts filed with the government, 
to compensate him for the expense incurred. 

“A practical working-out of this system would result in receipts used 
by individuals and corporations, receiving many payments in the course 
of the year, having the name of the recipient printed thereon primarily 
for the convenience of the government in aiding it to decipher signatures. 
The signature on the receipt being merely for the purpose of authentica- 
tion, the printed names only need be consulted in assembling the certificates. 

“To put our suggestions more in detail, your committee recommends 
that all persons, firms, corporations, etc., which pay to any other person sub- 
ject to taxation under the act amounts of fixed and determinable income, 
other than interest upon bonds and other obligations of corporations, 
joint-stock companies and associations, in excess of the amount of 
per annum, shall, on or before the first day of March in every calendar 
year, report to the collector of internal revenue of the district in which 
they reside the amount of all such income paid. 

“In the case of interest paid upon bonds or other obligations of cor- 
porations, joint-stock companies or associations, information can be 
secured of all payments by requiring the corporation or its fiscal agent to 
report, on or before the first day of March in each calendar year, the 
amount of such payments whether they exceed $800 or not. 

“To provide for the case of coupon bonds, it should then be provided 
that no corporation or its fiscal agent should pay any interest coupon 
unless it is accompanied by a certificate containing the name of the 
owner; and then providing that no person, company or corporation shall 
buy or accept for collection or deposit any such coupon without requiring 
the holder to file a certificate stating that he is the owner, and giving his 
address. The person, company or corporation buying or accepting for 
deposit should be required to certify to the signature of the signer of the 
certificate, but not, of course, to the fact of ownership of the bond. Under 
this arrangement no person could cash or deposit a coupon without filing 
a certificate stating that he was the owner of the bond, and the person 
buying the coupon or taking it for collection would have to certify to the 
identity of the person who claimed to own the bond. The corporation or 
its fiscal agent would in this way be provided with evidence about the 
ownership of coupon bonds, and could by a card index keep track of 
bondholders. The government would obtain its information once a year 
in convenient form, and after the first year changes in ownership only 
would need to be noted. 

“Under this plan of information at the source, no questions need ever 
arise as to whether a person was liable to tax or entitled to exemptions or 
abatements, because the person paying the income could in all cases file 
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his certificate and let the government deal with the question of liability. 
Since no money is to be withheld and deducted and accounted for, the 
problem will be enormously simplified. 

“The objection is sometimes made that to collect the tax from the 
bondholder will impair the obligation of contracts made between corpora- 
tions and their bondholders. The committee attaches no weight to this 
objection. As is pointed out above, the so-called tax-exempt covenant was 
never intended to operate under a law taxing personal income as such. 
But entirely apart from this consideration, it must be remembered that 
no one claims that it is a violation of the contract to collect from the 
bondholder the additional tax, which may amount to six per cent, and 
that the law does this without any question. How then can it be claimed 


that it is a violation of contract to collect the normal tax from the bond- 
holder ?” 


Among the other recommendations is one for the lowering of the 
specific exemption from its present limit of $3,000 to $2,000, and this 
change is advocated not only as a means of obtaining the additional 
revenue which the government needs, but because in the committee’s 
opinion the present limit is too high. In this connection the committee 
says: 


“If the individual exemption is lowered to $2,000 it will be entirely 
practicable to grant to a husband and wife living together and making a 
joint report of their income a total exemption of $4,000, which would be 
the same exemption that they would receive if they lived apart and made 
individual returns, each receiving an exemption of $2, 

“The language of paragraph C leaves to judicial construction the ques- 
tion whether or not the specific exemption should be deducted from net 
income in assessing the additional tax; whether or not it may be deducted 
by non-resident aliens either in toto or in part according to the proportion 
o£ a non-resident alien’s total income arising in this country; whether the 
aggregate incomes of husband and wife are to be considered as the income 
of the family as a unit or those having separate incomes are each entitled 
to a deduction of $3,000 and an additional deduction of $1,000 when living 
together. Before these questions are finally settled it will be necessary 
for the highest court to announce its opinion. This will take several years, 
and congress in the meantime can and should summarily announce its 
intent in unmistakable language.” 


The adopticn of another of the recommendations is advanced in the 
following terms: 


INDIVIDUALS HAVING A GROSS INCOME EQUAL TO, OR EXCEEDING, THE MINIMUM 
EXEMPTION SHOULD BE REQUIRED TO MAKE RETURNS 


“The present law requires those having net incomes of $3,000 or over 
to file returns. This leaves the taxpayer to be the judge of the propriety 
of deductions which may reduce his net income below the minimum. The 
government should be the judge of such deductions—not the taxpayer. 

“Your committee is of the opinion that every individual whose gross 
income reaches or exceeds the limit of the minimum exemption should 
make a return, although the allowable deductions may reduce his net income 
to the point of exemption.” 


A recommendation especially interesting to accountants is the one 
which makes a strong plea for acceptance by the government of returns 
based upon the actual books of account kept by the taxpayer no matter 
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whether on a “cash,” an “accrual” or other basis, provided they are in 
accordance with statutory requirements or well recognized methods. It is 
proposed in the following terms: 


TAXPAYERS KEEPING BOOKS OF ACCOUNT IN ACCORDANCE WITH STATU'fORY 
REQUIREMENTS OR WELL RECOGNIZED METHODS SHOULD BE PERMITTED 
TO MAKE THEIR RETURNS BASED THEREON 


“The act permits to individuals the deduction of expenses actually paid, 
interest paid within the year, taxes paid within the year, and losses 
actually sustained within the year; to corporations, expenses paid within 
the year, losses actually sustained within the year, all sums paid within 
the year for taxes. 

“The law should be amended so as clearly to permit the deduction of 
any of the items referred to, if the individual or corporation has so entered 
them on the books as to constitute a liability against the assets. Further- 
more, any regulations which tend to impose vexatious adjustments of 
books of account, where the government does not lose any revenue, are 
unwise and unnecessary. 

“For many years attempts have been made on the part of corporations 
and partnerships to arrive at a final figure in closing their books, which 
can be relied upon as the net profit of a year’s operation. Where this 
amount is determined by sound business and accounting principles, and 
where it substantially agrees with the law and regulations, no immaterial 
adjustments should be required, because it means corresponding adjust- 
ments in subsequent years with the result that the books of account and 
the returns never agree. 

“For instance, some corporations accrue their taxes, others do not, some 
partnership accounts (particularly professional vocations) are kept on a 
cash basis, others, including most commercial concerns, are kept on an 
accrual basis. 

“Therefore, where a certain system of accounts has been used for a 
period of years, and where it honestly reflects actual profits or losses, 
some leeway should be left to the department to obviate the expense and 
annoyance of an almost complete analysis of a year’s transactions. 

“The government would not lose by such procedure. If expenses 
actually accrued within a year, although not paid until afterwards, are 
taken credit for in the period when incurred, the most the government 
would ever lose would be a postponement of a year in collecting the tax, 
the taxable amount being the same. 

“The attitude of some inspectors in criticizing rates of depreciation 
and similar deductions is apt to work great harm from an economic point 


of view. Perhaps most business men are optimists and state results of a- 


year’s operations on the most favorable basis possible. Bankers and other 
credit grantors have worked very hard to correct this tendency, as it 
usually leads to business failure. Liberal reserves and provisions for 
depreciation and other recurring losses, should be encouraged—not 
discouraged. 

“Business men, who have been forced to be conservative and not over- 
state their profits, take advantage of what to them appears to be official 
government sanction to low depreciation and other reserves. The govern- 
ment cannot lose any revenue by sanctioning sound accounting policies, 
but it can and does encourage unsound business method by criticizing 
conservative procedure. 

“Corporations keeping books according to the rules laid down by the 
interstate commerce commission, or the public utility commissions of the 
various states should not be required to make returns in a form which 
requires great work and expense in compiling the figures. They should be 
permitted to file sworn copies of their balance sheets, supplemented by 
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such explanation as the treasury department may find necessary of the 
items which enter into any particular account. To exact a supplementary 
statement, as that on the back of the return of net income of corporations 
for the present year, is a useless exercise of inquisitorial power. The 
value of the supplementary statement is no greater than that which it 
supplements. Neither can be checked except by an examination of the 
books, and the penalties for false statements are no greater because 
repeated in both.” 


The other recommendations are advocated in the same able and un- 
biassed manner which forces conviction by its very moderation. The 
whole report would appear to most people to contain such recommenda- 
tions as are almost essential not only to deal out justice and equity to the 
general body of taxpayers, but also essential to the officers of the govern- 
ment for the proper administration of the law and regulations, and who 
in the course of their duties must have realized the necessity of these 
changes. 

In connection with this report it is interesting to note the terms of a 
recent interview had by representatives of the press with the secretary 
of the treasury with regard to the country’s finances and the plans to be 
formulated for making up the budget and providing the needed revenues 
for his department. In the New York Times the following paragraph 
appeared in its report of the interview: 


“Mr. McAdoo is also in favor of tightening up the income tax with- 
out, however, according to his present information, increasing any of the 
rates. It might be more correct to say that he favors improving the 
machinery of collection to prevent the escape of tax dodgers. As the 
law now stands, a taxpayer is required to return his income clear of the 
allowed deductions. But these deductions. or many of them, are not 
returned, so that the collectors have little to show whether the deduction 
was allowable or not. Mr. McAdoo would have all gross incomes above 
the taxable limit returned with such deductions as the taxpayer thinks 
himself entitled to, and the treasury department would then pass upon 
the deductions, as is now done in regard to the tax on corporations.” 


It may be only a coincidence, but the secretary’s words, as reported, 
have a distinct resemblance to the words used in one of the recommenda- 
tions in the report of the National Tax Association, a copy of which was 
no doubt forwarded to him. Nothing is more probable than that the 
secretary had the National Tax Association report in view when he made 
his remarks, and as he seems inclined to adopt one of the suggestions it 
may be that others will be added to the list. Whether that be so or not, 
it will be observed that he favors improving the machinery of collection 
to prevent the escape of tax dodgers. No doubt, by requiring the return 
of all gross incomes above $3,000 the department may get some cases 
where non-allowable deductions have been used, but, though it is difficult 
to estimate, it is probable that the number of such cases and the amount 
recoverable will be so small as to make them negligible. The real dodgers 
are more likely to be found among people with large incomes, and there 
seems little prospect of achieving success in getting at that class of 
dodgers by the means suggested by Mr. McAdoo. The better method of 
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reaching undisclosed taxable income seems rather to be by tracing all income 
to the source and fixing the assessment at that point. And no better way 
of doing so is available than that recommended by the committee of the 
National Tax Association, namely, by the system of information at the 
source. Until that method, or some other method of a similar character, 
which will enable the government to fix the liability of all income to 
taxation at its source is adopted, the results are not likely to be satisfactory. 





The Wisconsin Society of Certified Public Accountants 
At the annual meeting of the Wisconsin Society of Certified Public 
Accountants held on September 20, 1915, the following directors were 
elected: Messrs. Shepard E. Barry, John H. Brown, Gladstone Cherry, 
Carl Penner and Samuel S. Weil. At the directors’ meeting following the 
annual meeting the following officers were elected: President, Shepard E. 
Barry; vice-president, John H. Brown; secretary-treasurer, Carl Penner. 





California State Board of Accountants 
As a result of the May examination conducted by the California State 
Board of Accountancy, certificates were granted to the following: George 
E. H. Satchell, Coalinga; Myrtle Cerf, San Francisco, and Walter Coleman 
Wright, Los Angeles. The examination was held in San Francisco and 
Los Angeles simultaneously. 





Missouri Society of Certified Public Accountants 


At a recent meeting of the directors of the Missouri Society of Certified 
Public Accountants F, C. Belser was elected secretary to succeed Richard 
Wilson, resigned. 





It is announced that the co-partnership of John B. Geijsbeek & Com- 
pany, Denver, has been dissolved by mutual consent. John B. Geijsbeek, 
C. P. A., continues to practice in Foster Building, under the same firm 
name, and Page Lawrence, C. P.A., has opened offices in 946 Equitable 
Building, Denver, Colo. 





R. D. T. Sherwood, C. P. A., announces the removal of his office from 
516 to 214 Godchaux Building, New Orleans, La. 





Charles A. Klein, certified public accountant, announces the removal of 
his offices to the Adams Building, 61 Broadway, New York City. 
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Epitep sy SeyMour Watton, C. P. A. 


EguipMentT Cost oF CONTRACTS 


Seymour Walton, C. P. A., 

Str: lama subscriber to THE JouRNAL oF AccoUNTANCY and am a 
much interested in the Students’ Department. There is a problem whi 
has come up in my work, and I would appreciate it very much if you 
would advise me in reference thereto, and I am taking the liberty of 
stating it to you. 

A man is in the railroad construction business and his contracts run 
from six months to three and four years before completion. The contract 
price is based upon a unit price per cubic yard of earth or rock moved, or 
per cubic yard of concrete, brick work, etc., placed. The quantities named 
at the time the contract is let are only approximate and in the final 
measurements they may vary anywhere from 1,000 cu. yds. to 200,000 
cu. yds. or more, either more or less than the approximate quantities 
named, so that the actual yardage moved or placed is an uncertain quantity 
until the completion of the contract. In addition to this there are often 
changes made in the method of construction and the specifications and 
this usually means a change in the unit price for that particular part 
of the work. 

The books used are the cash book, journal and ledger. The receipts 
for the work done come in the form of monthly estimates based upon 
the yardage moved during the current month. This estimate is run 
through an estimate account in the ledger and the money turned over to 
the proprietor. It is handled in the following manner: Cash is debited 
and estimate account credited; then cash is credited and the proprietor 
debited. All the money expended for the operations comes to the job 
in the following manner: Cash is debited and the proprietor is credited. 
We have a special bank account for each operation and the proprietor gives 
his individual cheque for these amounts, transferring the amount from his 
personal account to the job account. 

There is an account in the ledger for each particule: job which shows 
the total expenditures for that job and the difference between that account 
and the estimate account shows the profit or loss for that job. 

We have a very large plant, but we do not have a plant account in 
the books. The method has been to charge all new equipment purchased 
for a particular job in the expenses for that job, and then when it is 
moved to another piece of work the new equipment purchased, as well 
as the old equipment placed on the work at the beginning, is lost so far 
as the accounts are concerned; only an equipment record is kept of it. 

There is no stated capital in the business, as the money is furnished 
from time to time as needed and in addition to the money thus furnished 
there is always the value of the old plant placed on the work to be taken 
into consideration. 

At the beginning of a contract, in addition to the old plant moved to the 
job, there is generally more or less new equipment purchased, and the 
expenses of moving in and placing the machinery are very heavy. In 
addition to the expense of moving in there is always a heavy expenditure 
for putting down running tracks, building shanties, office, commissary and 
such things. This is all an initial expense, but it is an expense the benefits 
of which extend over the entire life of the contract. These expenditures 
continue for some time after the beginning of the contract, and it requires 
quite an outlay of capital over and above the receipts from the monthly 
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estimates. For instance, in 1912 a contract requiring about three years 
for completion was awarded. At the close of 1912 the expenditures were 
$25,000.00 more than the receipts: At the close of 1913 the total expendi- 
tures were $50,000.00 more than the receipts, and at the end of 1914 the 
receipts were $80,000.00 more than the expenditures. According to the 
federal income tax law each year must stand for itself, so you will see 
from the above that for the first two years there was a deficit of 
$25,000.00 per year, while for the third year there was a profit of 
$80,000.00. In reality, however, there was only $30,000.00 profit for the 
three years, but, notwithstanding this, he was not allowed to deduct the 
deficit of the two first years from the profits of the third year in making up 
his income report. On almost all of our contracts this same principle 
will apply, viz., the first years of a contract show a deficit, while the latter 
part of the time will show an abnormal profit. 

Would it not be better to incorporate and figure the profits on the 
capital invested, or carry a portion of the initial expense and the plant 
purchased over from year to year so as to distribute it proportionately 
over the life of the contract? 

I would appreciate very much any advice you could give me on this, 
and I would be glad if you would give any suggestion which would over- 
come this tangle and show the true profit each year. 

Yours very truly, 

Roanoke, Virginia. W. M. GrtuiaMm. 

This class of contract, where the payment is based on the actual 
work done, as shown by the cubic yards of earth and rock moved, or 
of concrete, brick work, etc., placed, is altogether different from a con- 
tract based on one lump sum payment. In this case, the amount earned 
each month is definitely known and the expense for labor and material 
is equally certain. The only thing that is uncertain at the end of any 
month is the equipment cost, which must be estimated until the end of 
the contract, when it can also be definitely ascertained for the whole 
contract. 

The mistake that has been made in the accounts detailed in the above 
letter is in the method of treating this equipment cost. An account should 
have been opened for the equipment on each contract, designated as “equip- 
ment on blank contract.” To this account should have been charged all 
new equipment at cost and all old equipment at an appraised value. An 
estimate should then have been made of the number of months that it 
would take to complete the contract and of the probable value of the 
equipment at the end of that time. The cost of both the new and the old 
equipment would, of course, include the expense of carrying it to the 
contract and of setting it up ready to work. This cost less the residual 
value would be the total equipment cost of the whole contract. Dividing 
the cost of the excavating equipment by the total number of yards that 
it is estimated it will have to move would give a close approximation 
to cost of moving each 100 yards, as far as the using up of equipment is 
concerned. Naturally, a separate rate would have to be determined for 
earth and for rock. In the same way a rate should be ascertained for 
the cost of placing the cement and brick. 

Each month the equipment cost of the number of yards excavated or 
placed should have been charged to the operating cost of the contract and 
credited as depreciation to the equipment account, or to a reserve for 
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depreciation of equipment. This would have spread the cost over the work 
as it was actually performed, which is unquestionably the way to treat it, 
instead of charging it all when the money was paid. This would probably 
have resulted in showing a larger or smaller profit each year, instead of 
heavy losses for two years and an abnormal and fictitious profit the third 
year. Incidentally, it would have saved in the neighborhood of $500.00 
in federal taxes. If the figures for the equipment cost were correctly 
calculated the government would be obliged to allow them as a legitimate 
cost of operations. The residual value at the end of the contract would 
be credited to equipment account and, together with the sum of the 
monthly credits for depreciation, would close that account. Of course 
the value of the old equipment credited to a finished contract must be 
the same as the charge to the next contract to which it might be moved, 
the new contract standing in addition the cost of moving and installing it. 


Deap Stock 
Editor, Students’ Department, 


Sir: I am finding difficulty in being able satisfactorily to demonstrate 
what I believe to be a fact, and that is, that inactive merchandise, if carried 
from year to year in an inventory, “eats its head off,” and therefore that 
it is better to keep this inactive item at the very lowest figure. 

For instance, in the sale of merchandise in which metal is the im- 
portant item, we will say that an average amount of $10,000.00 is carried 
from inventory to inventory, which is dead stock and cannot be sold 
even at reduced prices. 

Unless this can be sold, the only alternative is the melting pot. 

The net valuation of the inactive merchandise, the selling price of 
which is $10,000.00, is say $7,500.00. The melting-pot value of the net 
investment of $7,500.00 is say $1,750.00. 

As it is always necessary to make temporary loans to carry a stock 
of merchandise for delivery, it is fair to presume that the cost value of 
the merchandise, say $7,500.00, carries an interest burden of say 6%, 
which would be $450.00 per annum. 

If the convertible value from the melting pot of say $1,750.00 by 
becoming active as raw material for new merchandise from which to 
earn say at least 10%, even if this turned over only once a year, that 
would mean $175.00 per annum. If it turned three times a year, which 
undoubtedly is approximately correct, then we should say that its earning 
power would be $525.00 per annum. 

The inactive merchandise, of course, means more or less inconvenience 
and storage and sometimes re-finishing and must be handled at least in 
every inventory, which with us is twice a year. 

We believe that merchants are recognizing this fact because we find 
in our locality many of our retail stores are holding special weekly sales 
at apparently greatly reduced prices in order to move undoubtedly what 
has proven unsalable merchandise. 

From the above rough statements, if you can gather sufficient for an 
intelligent hypothesis, then we would be very glad indeed to have you 
answer us in such terms and manner as will be convincing for demon- 
stration, 

Very truly yours, 
Concord, New Hampshire. Joun B. Assort. 


There is one truth that it is hard to impress upon the minds of some 
merchants; that nothing is so completely dead as dead stock. Not only is 
it non-productive, it is a constant source of expense and trouble. Its 
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accumulation is a sign of poor business ability and its retention shows a 
cowardice that fears to face conditions as they really exist and that 
shrinks from applying the proper remedies. No one can be blamed for 
occasionally buying goods that are slow of sale, but there is no excuse 
for keeping them on hand “from inventory to inventory.” 

A. T. Stewart was probably the first man to realize the importance 
of getting rid of dead stock as rapidly as possible. If he found that 
certain goods were not selling as they should, he would order a cut of 
10% in the price. If that did not stimulate sales, he would cut again 
and again, calling attention by placards and advertisements to them as 
bargains. The goods were to be sold even if they had to go far below 
cost. He recognized that unsalable goods not only took up valuable 
space, but also that the money locked up in them was unproductive. 

There would not be so much of this dead stock held over, if in- 
ventories were honestly taken. The most badly deceived man is the one 
who deceives himself. This is certainly the case with one who carries 
at $7,500.00 goods that he knows are worth only $1,750.00. If he had 
faced facts as they exist, he would have reduced his selling price rapidly 
enough to have gotten rid of all the goods in the first year, even if he 
had realized only $3,750.00 on the whole lot. He would actually have 
saved $2,000.00 by doing so, to say nothing of the loss of interest and 
of the use of the money, the effect of which is correctly stated by our 
correspondent. 

Dealing with the case as it stands, it was a mistake to carry the goods 
in the inventory at cost year after year. As soon as their slow character 
became apparent, the inventory value should have been reduced, and the 
reduction should have been repeated at each succeeding inventory. Be- 
sides being the correct way to value goods of this kind, this method 
makes it easier to offer the goods at a low price, because the apparent 
loss is not as great. 

Mr. Stewart’s plan of facing a loss at once, and getting rid of it is 
still the best way to handle the matter. The first loss is usually the 
smallest, and if interest and the use of money are considered it always is. 

To sum up the whole matter, never carry any dead stock, but if you 
do, cut the value to the bone at each inventory until selling it at virtually 
scrap value will show a profit over the value in the last inventory. 


Editor, Journal of Accountancy, 


Sm: In looking through your August issue just received, our attention 
was called to a student’s inquiry in reference to notes receivable. 

I am somewhat interested in the best method of handling renewals, 
and during the past two years we have had an unusual number of re- 
newals to handle. 

Generally speaking, the principal sum of the note is curtailed by cash 
payment and the balance renewed. 

We have decided to try the method of crediting on the old note the 
cash payment and not to take a renewal note for the balance. 

This method has been before us at different times in the past, but 
until lately we have not decided to collect our own notes. 

In other words, we have been obliged to discount our customers’ paper, 
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and naturally it looked better to have a new renewal note for discount 
than an endorsement on an old note. 

We would like to know if there would be any objection from any 
point of view as to the endorsement of a partial payment on an old note 
maturing, of course, at a certain date and so continued until the old note 
is entirely paid up. 

We feel perhaps that we may have some leverage on our customer 
owing to the fact that a note past due, according to its original maturity, 
still remains unpaid. 

If we have not made ourselves clear in this matter, we will be very 
glad to go into it further as it seems to be a subject which undoubtedly 
is interesting to accountants at this time. 

Very truly yours, 
Concord, New Hampshire. Joun B. Assorrt. 


The open account of a customer should be a history of his financial 
transactions. Unless all his dealings with the business are recorded in 
his account, circumstances which may affect his credit are apt to be over- 
looked. In an ordinary business it is considered very damaging to a 
person’s credit for him to allow a note to become past due. For this 
reason it is always advised that a dishonored note be charged back to the 
maker’s open account, if it is not paid at maturity. 

Renewing a note by agreement amounts to paying the first note and 
then giving a second note. In order to show this, it is better to charge 
the old note back to the customer and then to give him credit for the 
new one, even when both notes are for the same amount. The customer’s 
account will then show that he did not pay the first note when it became 
due, but that he renewed it for the same or for a smaller amount. 

There is no essential difference, as far as the accounts are concerned, 
between renewing a note with another and renewing it by means of an 
endorsement extending the time of payment to a future fixed date. If 
the notes are numbered in the notes register, the old number should be 
cancelled as renewed and the note should be re-entered under a new 
number. The charge of the note to the customer’s account and the credit 
of it as renewed should be made as when an entirely new note is given, 
in order that the record may be complete. 

In a business where it is a common occurrence for notes to be renewed, 
it may be considered too much trouble to make the necessary entries, as 
outlined above, or it may be that goods are sold directly for the notes, 
and the customer has no open account. In that case an independent 
record of the notes must be kept in such a way that each customer’s 
transactions can be referred to readily. It amounts to keeping a notes 
receivable account with him, showing the original note and all renewals. 
Unless some record of this kind is kept, there will be nothing but memory 
to rely upon, when the question comes up of selling to the same person 
again. 

The matter of records being disposed of, there is no objection to 
renewing the old note by endorsement. In fact, it is frequently better 
to do so, since the old note is more closely identified with the original 
transaction than any entirely new note would be. 

So far it has been assumed that the renewal, however made, is for a 
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future fixed date. If notes are allowed to remain past due without re- 
newal, they should not be retained in notes receivable account. If not 
charged back to the maker, they should be transferred at once to a “past- 
due notes” account. Notes receivable account should never cover anything 
but current notes that are presumably to be paid when due, and should 
never include any dishonored paper. 


Editor, Students’ Department, 


Sir: I will highly appreciate your opinion as to the following: 
This is my method of handling accounts receivable assigned to bankers 
for cash advances: 


Journal entry: Bankers assignment account 
To accounts receivable (controlling account) 
Cash book Cash to banker’s advances 


When a report is submitted by the bankers I make a journal entry 
debiting the various charges, banker’s advances and credit the assignment 
account. If, however, a report is not received by the first of the month, 
as in my case, and the books are to be closed out and statements drawn 
the first of every month, how shall I treat the banker’s advances account? 
Generally speaking, the assignment account is a real account and the 
banker’s advance is a nominal one. Am I right? 

Very respectfully yours, 

Stamford, Connecticut. N. 


The custom of assigning accounts receivable to so-called credit com- 
panies is more prevalent than is generally known. Naturally a concern that 
has to resort to such an expensive method of raising money is not anxious 
to have its creditors acquainted with the fact. It is not so bad when the 
accounts are assigned to a regular bank, because such an institution is 
usually content with legal interest, or, at the most, with a small additional 
charge. The borrowing concern is known to the bank, which can there- 
fore extend its credit more intelligently than can the ordinary credit 
company, which must depend almost entirely on the security it holds. 

The usual practice is for the credit company to advance from 75% 
to 80% of the assigned accounts, and to charge a commission of from 
3% to 5% on the face of the accounts. Duplicate copies of the bills to 
be assigned are made and a blank is filled out and signed, assigning these 
accounts outright to the credit company. This is often done every day 
covering all the invoices filled that day. The credit company then pays 
for them at the agreed rate. 

Unless an accountant has given the proper instructions, it is almost 
certain that correct entries will not be made on the books of the borrowing 
concern. No entry can be made on the customer’s account for the 
money received from the credit company. The transaction is analogous 
to the discounting of a note receivable, and the same treatment must be 
given to it. The credit must be to an account that will remain on the 
books as a contingent liability until the customer actually pays, thus: 


icin cen sdbdUeksd shen dennewhesiagadedsodusdkdedetes 70.00 
ES BP TRRIIIN sig vc iv cnccecccedscssccccsceuuacs 5.00 
I, Ses au eiccebecapnereduseesdesecnsneed 25.00 


NEE GOIN, ia Cesanccdcescedavecentscad 
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As the borrower receives only $70.00 and pays $5.00 for the use of it, 
he is paying a little over 7% for the time the account is supposed to run. 
If that is only thirty days, he is paying over 85% per annum. It takes 
a very profitable business to stand a drain of that kind. 

A register should be kept of all the invoices assigned, and a notation 
should also be made on the customer’s account. When the account is 
finally paid by the customer, it should be marked off from the register. 
In this way, the open accounts on the register will always represent in 
total the balance of accounts discounted. 

Credit companies have different ways of treating payments made by 
customers. Sometimes they notify the customer of the assignment to 
them of his account and request payment direct to them. This is 
objectionable to the borrower as it notifies his customers of his financial 
weakness. Sometimes the borrower is allowed to collect the account, but 
is required to endorse over to the credit company the identical paper 
received. When it is the customer’s own cheque, the endorsement gives 
the same information as the first method of settlement. Occasionally, 
a credit company will allow the borrower to receive and deposit his 
customers’ cheques and to give it an equivalent cheque of his own. In 
any event, when the accounts are paid by the customers the following 
entry can be made: 


Agua Ge sa isc eddnisccdcdccspttseotaecenn 100.00 
"EO SRO POMAIEIN i 6 oo. 5 04 cccccacesascunineuess 100.00 
For the following accounts paid. 


From the detail of the accounts, postings are made both to the accounts 
receivable ledger and to the accounts discounted register. 

It will be noted that the credit company has advanced only $75.00 
including its commission, and has collected $100.00. The difference, which 
has been charged to the credit company, is very seldom paid over to the 
borrower, settlement being made only at stated periods. The result is 
that the credit company is frequently lending the borrower his own money, 
charging him a big rate for it. 

If an account is not paid when due, the credit company may consent 
to a renewal of it, on the payment of another fee. If this is not paid in 
cash, it is credited to the margin account. If the account is turned back 
by the credit company as unpaid, the borrower should not pay it in full. 
The entry should be: 


Penen GE ii 558.566: 050900020004040deenaennee 100.00 
ZO SOO OSs v.09 5.6000: 00a takeensad een ee 25.00 
COE. ncnstlbarisivincdensotasndigbsemenesiaaeneehs 75.00 


It is absolutely necessary to keep these accounts and the register of 
discounted accounts, or else confusion is sure to follow. There are many 
bookkeepers who have no idea of how much the credit companies owe 
them for margins, and have to depend entirely on the honesty of the 
credit companies’ statements, not alwa,s a very good thing upon which 
to rely. 
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The accounts as outlined show the exact condition every day; there- 
fore there is no special treatment needed when the books are closed. Our 
correspondent’s credit to accounts receivable at the time of the assignment 
is entirely wrong. The accounts are not paid until the customers them- 
selves remit. 


RECEIVER’s ACCOUNTS 


Editor, Journal of Accountancy, 

Sir: If you will advise me regarding the questions below, it will be 
appreciated. 

What accounts of a firm having been placed in the hands of receivers 
should be placed on the records of the receivers and at what figure; that 
is, should the accounts be taken into account as shown on the records of 
the embarrassed concern or should they be taken into account on the 
basis of the appraiser’s estimate? If so, how should the allowances for 
shrinkage of certain accounts be shown on the records? 

If these accounts are not to be shown on the records immediately at 
the time of their taking possession, should they be taken into account as 
the assets are realized and the liabilities are liquidated, in order that the 
proper reports may be taken from the books of the receivers from time 
to time showing the exact condition of the affairs of the concern? 

Any assistance you may render me regarding the above will be grate- 
fully received. 

Yours very truly, 
Pittsburgh, Pennsylvania. Ws. A. Horne. 


Very few receivers are thorough enough in their treatment of the 
accounts of a bankrupt. Many adopt the plan suggested in the second 
alternative in the above letter, merely recording the money that comes 
into their possession, and the disposition that they have made of it. 
There is no attempt made to show that they have accounted for alt the 
assets that should have come into their hands. They do not establish any 
relation between the accounts of the going concern and those which 
record the transactions under the receivership. 

The first thing a receiver should do is to close the books of the bank- 
rupt concern and prepare a balance sheet based on the book values on 
the ledger. After the assets are appraised, he should prepare a statement 
of affairs, which should be spread on the journal of the receiver’s books. 
This is his estimate of what he expects to do. From the statement of 
affairs a journal entry should be made charging all the w.sets as they 
appear in the “expected to realize” column and crediting the liabilities 
appearing in the “expected to rank” column. These figures are used, as 
they are the ones for which the receiver has assumed responsibility. He 
is not concerned with the values originally carried by the concern. The 
difference between the assets and liabilities should be charged to defi- 
ciency. As he must keep a detail of the accounts receivable, the estimated 
shortage on the doubtful accounts must be expressed by a reserve. 

In this way there is a close connection established between the accounts 
on the books of the bankrupt and those assumed by the receiver, the 
difference between them being explained by the statement of affairs. 

The result of the realization of the assets would be shown in the defi- 
ciency account, any excess of value realized being credited and any 
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shortage debited. In order to show the receiver’s transactions more 
clearly, these debits and credits may be made in an account of receiver’s 
profit and loss, as the deficiency account may be changed by items for 
which the receiver is not responsible, as in the case of newly discovered 
assets. 

When the receiver has realized on all the assets, he prepares a realiza- 
tion and liquidation account, in which he shows to what extent the assets 
have realized what was expected of them and how far the proceeds have 
been able to pay off the liabilities. As the statement of affairs was the 
prophecy of what the receiver expected to do, the realization and liquida- 
tion account is the history of what he was actually able to accomplish. 


Loan BY PARTNER 


Editor, Students’ Department, 


Str: Kindly inform me as to the proper method of handling the 
following: 

A and B are in partnership. An opportunity arises to purchase mer- 
chandise at a low figure before an advance in the market price, but not 
having sufficient funds B borrows from a friend $3,000.00, giving as 
security the firm’s note for 90 days. Not desiring to have the transaction 
appear as a liability of the firm, B instructs the bookkeeper to credit this 
$3,000.00 to his capital account as a temporary investment. Can this 
really be considered as an additional capital investment of B, or should 
it be considered as a liability of the firm and credited to notes or loans 
payable? Would it alter the situation if B gave his personal note to his 
friend with the firm’s endorsement, and how would it then be handled? 

A SUBSCRIBER. 


Any subterfuge that puts on the books a financial item and gives it 
a name that does not truthfully describe it is absolutely wrong. If the 
firm gives a note of any kind, it must be credited to notes payable. 
Crediting it to a partner’s account, whether his capital or his personal 
account, is a deliberate falsehood and cannot be defended on any pretext. 

If B raises the money on his own personal credit or collateral, without 
the endorsement of the firm, he can credit it to his own account. The 
better plan would be to credit it to B’s loan account. If the firm goes 
into liquidation, this loan account would rank for payment after outside 
creditors, and before the capital accounts of either of the partners. The 
same effect would be produced, however, by crediting it to his capital 
account, if the articles of partnership specified the amount of each man’s 
contribution. B would be entitled to withdraw any excess in his capital 
account before any payments would be made on either of the agreed 
capitals. 

If the firm endorsed B’s note, he cannot credit the proceeds to his 
own account. The liability of the firm must be shown, if a true state- 
ment is to be made. To all intents and purposes it is a direct obligation 
of the firm, since B does not expect to pay it himself. It would be 
better to make it the firm’s note, with B’s endorsement. As it is, it 
should be shown as partner’s note discounted. To call it an ordinary 
note receivable discounted would imply that it had been received from a 
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customer, who would be expected to pay it. It would be less objectionable 
to call it a note payable. 
Crosinc Out THE Booxs 
Editor, Students’ Department, 


Sir: Will you please answer through the Students’ Department of 
THE JouRNAL oF AccounTANCY the following: 


hint ain cet edeeens menbeebeniasehaepeers 10,000.00 
ere rn ee 13,000.00 
Due to stockholders for borrowed money............ 3,000.00 





13,000.00 13,000.00 


The foregoing is a trial balance of a corporation that has discontinued 
business. The company expects to surrender its charter and retire. In 
what manner should the accounts be closed? What should be done with 
the certificates of stock held by the stockholders? Please suggest the 
necessary book entries. 

Yours truly, 
New Orleans, Louisiana. K. C. Stone, 


The only entries necessary would be: 


EE ka naWcheelbes pia neceeebchOheseneadeawee 10,000.00 
I Co. os cee scenes acne canes 3,000.00 
NY MN in oce cide ge ca gba seannd eons 13,000.00 
To close accounts, winding up the affairs of the 
company. 


The disposition to be made of the certificates of stock would depend 
on the wishes of the individual holders of the stock. The certificates 
belong to them, and they can either tear them up or keep them as souvenirs 
of what seems to have been a disastrous investment. 


MEMORITER ACCOUNTS 


It is never too late to learn, even for the editor of a department in 
THE JourRNAL oF AccouNnTANCY. I am indebted to one of the Minnesota 
board of C. P. A. examiners for an important addition to my store of 
accounting knowledge. He has told me what a memoriter account is, 
or at least what it is said to be. And all this time I had the information 
close at hand, on the 68th page of Hatfield’s Modern Accounting, and 
did not know it, although I thought I had read that excellent book very 
carefully. 

In speaking of a typical German balance sheet, Professor Hatfield 
says: “Points of special interest are: The arrangement of assets from 
fixed to liquid, the inclusion of unrealizable assets at a nominal value of 
one mark (such items being technically called ‘memoriter accounts’), 
etc.” The parenthesis may mean that the items are so designated by the 
Germans, or it may be a general statement. 

If it is a general statement applying to the terminology of English- 
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speaking accountants, it is pertinent to inquire where Professor Hatfield 
finds his authority for this use of the term. It is not in any dictionary 
that I have been able to consult. 

In any event, even if the correctness of the term is conceded, the 
criticism of the question would still hold good. The student is not to 
be expected to remember a term that is mentioned only in a casual 
parenthesis, even when the mention is made in a book that is as standard 
an authority as Modern Accounting undoubtedly is. 

The reference in the quotation is to unrealizable assets only. It often 
happens that assets of considerable value are carried on the books at a 
nominal price, because the real value is not known, the assets having 
been acquired perhaps by inheritance. Listing an asset of that character 
at one dollar would be giving it a conventional value. The Century 
Dictionary defines conventional as: “Arbitrarily selected, fixed or de- 
termined; as, a conventional sign.” Whether that is a better term than 
memoriter is left to the judgment of the reader. 


Anonymous LETTERS 


All persons writing to this department are requested to give their 
names and addresses. If they do not wish the names published, their 
request not to do so will be respected. It often happens that the questions 
asked are not entirely clear and it is necessary to write for more infor- 
mation, and sometimes the question will be answered by mail when it does 
not quite fit into this department. 
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Ohio Society of Certified Public Accountants 


The Ohio Society of Certified Public Accountants held its regular 
quarterly meeting in Columbus on August 28th and elected the following 
officers: President, Walter A. Coy, Cleveland; vice-president, W. E. Lang- 
don, Columbus; secretary-treasurer, F. J. Shaffer, Columbus; other 
directors, James A. Miller and George R. Lamb, Cincinnati; H. A. Keller 
and J. J. McKnight, Columbus. It was resolved to hold the December 
meeting of the society in Cleveland. Under the constitution of the society 
as revised, efforts are being made to organize a Cleveland chapter of 
the society. 





lowa Society of Certified Public Accountants 


At the annual meeting of the Iowa Society of Certified Public Account- 
ants, held on August 26th at Muscatine, the following officers were elected: 
President, H. N. Holdsworth, Iowa City; vice-president, George Shill- 
inglaw, Cedar Rapids; secretary, E. G. Prouty, Muscatine; treasurer, C. E. 
Welch, Eldora; trustees, E. C. Worthington, Des Moines; P. L. Billings, 
Waterloo; J. W. Piesen, Eldora. All these are re-elections with the 
exception of the treasurer. 





The Colorado Society of Certified Public Accountants 


At the annual meeting of the directors of the Colorado Society of 
Certified Public Accountants, held on Wednesday August 25, 1915, the 
following officers were elected: President, M. M. Hamma; first vice- 
president, G. C. Stumm; second vice-president, F. D. Stackhouse; third 
vice-president, C. E. Strong; treasurer, F. H. Bentley; secretary, H. J. 
Falk; assistant secretary, C. H. Fulton. 





Association of Certified Public Accountants of Montana 


At a meeting of the Association of Certified Public Accountants of 
Montana, held in Butte, September 3, 1915, the following officers were 
elected for the ensuing year: President, George Raban, and secretary- 
treasurer, William B. Finlay. The association selected Great Falls as 
the place for its next annual meeting. 





New Jersey State Board of Public Accountants 


The New Jersey state board of public accountants has recommended 


to the governor the following as eligible for certified public accountants 
commissions in New Jersey: Morris J. Hoenig, Newark; W. A. Staub, 
Newark; Charles E. Mather, Montclair, and M. R. Gross, Paterson. 
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